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HUDDERSFIELD 
ow tt se SOCIETY 


Investments Mortgages 





HEAD OFFICE: BRITANNIA BUILDINGS, HUDDERSFIELD 
LONDON OFFICE: BRITANNIA HOUSE, 203 STRAND. W.C.2 
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ASSETS £177,000,000 
LIQUID FUNDS £37,000,000 
RESERVES £9,700,000 
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HEAD OFFICE - HALIFAX «- YORKS. 
London Office ~* Halifax House. Strand 
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por sterling guality— | 
Scottish Widows’ of COUNTS Ce 


‘=> SCOTTISH WIDOWS: FUND 


STERLING QUALITY ' 
IN MUTUAL Head Office: 9, St. Andrew Square, Edinburgh, 2 


LIFE ASSURANCE London Offices: 28, Cornhill, E.C.3. 17, Waterloo Place, S.W.! 
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~ BRADBURY, WILKINSON & CO, LTD. 


DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 


and 
ALL DOCUMENTS OF SECURITY 
7 coo 


HEAD OFFICE & WORKS: LONDON OFFICE: 
NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 
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TELEPHONE: WIMbledon 0033-4-5-6 TELFPHONE: MONARCH 7531-2 
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* 
Facts for 
the investor 


a 
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In the first half of 1952 :=— 


1 Ninety eight per cent of the loans approved by this 
Society were secured on private residential property. 











y ) These loans were well distributed geographically 
throughout the Society’s eight administrative regions, 
viz. :— 
London Region ....16°,. N-Eastern Region.......... 12° , 
Southern Region....16°,, N-Western Region..........11° 
Western Region .....13°,, Scotland | 
Midland Region.....21°4, N. Ireland... 








K The average amount loaned was £978. 



































These facts are evidence that when you invest your money in i. 
the Co-operative Permanent it not only serves the useful purpose 
of helping men and women to buy their own houses but is safe- 
guarded by a wide geographical spread. 


Personal investments up to £5,000 
earn 2$% income tax paid by the 


De Society—equivalent to 43% 
where the investor is liable for in- 
D)} (0) come tax at the full standard rate. 
Assets at 31 December, 1951 

INCOME TAX PAID £66,000,000. 


CO-OpERATIVE 
DERMANENT 


BUILDING SOCIETY 
NEW OXFORD HOUSE, LONDON, W.C.I 


TELEPHONE : HOLBORN 2302 


City Office: 163 MOORGATE, E.C.2 


TELEPHONE : MONARCH 3556 7 












































GUINNESS, MAHON & CO. 


MERCHANT BANKERS 
ESTABLISHED 1836 


53, CORNHILL, LONDON, E.C.3 





GUINNESS & MAHON 
17, COLLEGE GREEN, DUBLIN 





GUINNESS MAHON 
REPRESENTATION CO. INCORPORATED 


115, BROADWAY, NEW YORK 6, N.Y., U.S.A. 
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@ A first-class INVESTMENT 
; for every BANK 


INVESTORS’ CHRONICLE 


@ the largest circulation among 


investment and financial weeklies 


@® an unequalled service for both home 


and overseas investment affairs 


One shilling weekly from newsagents or by subscription (58 6 
per year) from 72 COLEMAN STREET, LONDON, E.C.2 
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GILLETT BROTHERS 


DISCOUNT COMPANY 
LIMITED 


52 CORNHILL, LONDON, 


Capital and Reserves 


£1,850,000 


ESTABLISHED 1867 


















































/ CHEQUES - Numtereg, 


Crossed and Photographed 


IN ONE OPERATION 
ae 








The addition of the ‘Recordak’ Numbering 
and Crossing Machine to the Commercial 
Recordak, enables photographing, number- 
ing and/or crossing to be carried out 
simultaneously at the rate of 3,000 cheques 
per hour. 

The cashier’s department, too, will find 
the “Recordak’ Numbering and Crossing 
Machine invaluable for crossing cheques 
and date-stamping. 

Numbering and crossing can be carried 
out together or separately. The numbering 
device stamps a number (up to 99,999) 
sequentially on each document. The position 
of the number is variable between fairly 
wide limits. The crossing plate will vary 


according to individual requirements. it wiil 
cross in a fixed position relative to the leading 
edge of the document. 

Any document up to 104 inches in width 
can be dealt with by the ‘Recordak’ Number- 
ing and Crossing Machine. 


Write for further details to RECORDAK DIVISION KODAK LIMITED 


DEPARTMENT 16, ADELAIDE HOUSE, LONDON BRIDGE Tel: MANsion House 9936 
AND AT Ii PETER STREET, MANCHESTER, 2 Tel: Blackfriars 8918 








‘Kodak’ and ‘Recordak’ are registered trade-marks 
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SAFETY-FIRST INVESTMENT | 


Income Tax paid 1 O/ per by the Society 


2 JO annum 


Equal to £4.15.3 per cent to investors 
subject to income tax at the standard rate 












Ihe current rate of interest on holding of £6,000 are accepted 
share accounts is 24°53, and on for investment in Abbey National. 
ordinary deposit accounts 2°, with For further particulars apply tor 
income tax paid by the Society a copy of the Society's Investment 
in each case, Sums up to a total Booklet. 






Total Assets £136,630,000 


ABBEY NATIONAL 


BUILDING SOCIETY 
HEAD OFFICE: ABBEY HOUSE. BAKER ST., LONDON. N.W.1 
For address of Local Office see Telenhone Directory : 
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If ‘you are proud of your home... 


you willagree that to leave it unprotected 
is unwise to say the least of it. Loss and 
damage can come from many quarters— 
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a Sf =. fire, storm, burglary, chief amongst them. 
oot Pr OF. \\ The Householders Comprehensive 







Insurance Policy will cover your home and 
its contents in such a way as to leave 
nothing to chance. You will be wise to 
take advantage of the favourable terms 
otfered in this Comprehensive Policy, and 
protect yourself against the possibility of 
loss which might well be financially 


 SA-s. crippling. 
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Special terms are available to Bank Officers. 


LEGAL & GENERAL 


=a 

ASSURANCE as SOCTETY LTD 
ai 
} tl i 


CHIEF ADMINISTRATION: 188 FLEET STREET, LONDON, E.C.4 
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National Discount Company, Limited. 


(Established 1856) 


(INCORPORATING THE BUSINESS OF MESSRS. REEVES WHITBURN 


35, CORNHILL, LONDON, E.C.3. 


Telegraphic Address: Telephone: 
NATDIS, STOCK, LONDON AVENUE 2433 (10 lines) 


Reserves - - - £2,500,000 
Carry Forward~ - - £294,418 


Directors : 
Commander The Hon. LOVEL W. COKE, R.N., Chairman 
Lt.-Col. The Hon. GEORGE AKERS- H. S. H. GUINNESS 
rnprtneanee Sir FREDERICK W. LEITH-ROSS 
— . ‘ 1r = . 4 % = . Wes 
Field Marshal The Rt. Hon. The Viscount G.C.M.G.. KCB. 


ALANBROOKE, K.G., G.C.B., O.M. 
D.S.O. The Rt. Hon. The Earl of LIMERICK, 
RONALD L. BASSET K.C.B., D.S.O 


Font Managers : 
R. E. de B. BATE, M.C. W. SHEPHERD 
Assistant Managers : 
R. A. LYGON A. H. STANTON, M.B.E 
Accountant . Secretary : 
A. E. WILLIAMSON, A.C.A. J. W. G. LEE, D.S.O 


Bankers : 

BANK OF ENGLAND. 
NATIONAL PROVINCIAL BANK LTD. 
Treasury Bills, Bank and Mercantile Bills Negotiated. Money received on Deposit 
at Call and Short Notice at the Current Market Rates of Interest, and for longer periods 
upon specially agreed terms. All communications to be addressed to the Managers 


Auditors : 
PRICE WATERHOUSE & CoO. 
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They say around ‘the office that I’m only good for spilling 
tea and losing pa<-cels, but I’ve got me ambitions. 

One day I'll be an efficiency expert and—coo! r— ™ 
— will Imake ‘em jump. I'll wear an i : 

Anfony Eden hat and carry a brief 
case with a secret compartment. 
Cool and very superior Ill sit at me 
chromium-plated desk, call up old 
Winterbottom (who is at present 
the boss) and say : Winterbottom, 

must I doeverythink meself? I've 7 
decided that there’s a place in 

every office for portable typewriters. And 
it’s been brought to me notice that there's 
nothing better than the Imperial Good 
Companion. Order half a doz. now. Oh, and 
by the way, Winterbottom, you're fired.”’ 





prices From £22.10.0 





eImperial 


IMPERIAL TYPEWRITER CO., LTD. ' LEICESTER 
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Chairman 
The Rt. Hon. Lord Balfour of Burleigh, p.C.L., D.L. 
Vice-Chairmen 
R. A. Wilson Harald Peake Sir Jeremy Raisman, G.C.1.F., K.C.S.L. i 
Chief General Manager Deputy Chief General Managers F 
A. H. Ensor R. G. Smerdon, M.c. Ee. J. Hill | 
Joint General Managers 
R. T. Fagan, D.F.C. F. O. Faull A. J. Faux G. Y. Hinwoo! 
LLOYDS BANK 
LIMITED t 
HEAD OFFICE: 71, LOMBARD STREET, LONDON, E.C.3 i 


























If you are faced with any business situation that calls for 
closer Management control or greater clerical output, 
send tor the Man from Remington Rand to discuss 

ways and means of solving your special problems. 

He will be glad to explain how Remington Rand’s 

wide range of business machines, systems and equipment 
can help you to achieve new standards of speed, 
simplicity and accuracy tn office administration, 


Memington. Mand 


SYSTEMS, MACHINES 





AND EQUIPMENT 


». + the easter way to Office Efficiency 


Write for booklet * The Easier W ay lo Office Efficiency “to Dept 142 





REMINGTON RAND LTD., COMMONWEALTH HOUSE, | NEW OXFORD ST., 













W.C.1 Tel: CHAncery 8888 
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Habib Bank Ltd. 


Established 1941 ; 
Head Office ;: KARACHI (PAKISTAN) 


Authorised Capital .. - 7” .. Pak Rs. 20,000,000 
Issued and Subscribed ‘ts - .. Pak Rs. 10,000,000 
Paid-up Capital ‘a 60 eA .. Pak Rs. 10,000,000 
Reserve Funds - ” .. Pak Rs. 10,000,000 
Deposits as on 31-12-1951 .. - .. Pak Rs. 438,200,000 


In selecting desirable trade relations for exports and imports with Pakistan, Habib Bank Ltd., with 45 branchcs 
spread over West and East Pakistan, can prove to be most helpful and you are invited to use our services. 

The Bank is fully competent to handle all foreign exchange business, including opening and advising of commercial 
letters of credit, collection of documentary bills, remittances, etc. 





i FOREIGN BRANCHES: Bombay, Calcutta and Colombo 


Correspondents and Agents at all important cities of the world 


























Not 





Every now and then some question of business or 
finance arises which, you feel, really isn’t your job. 
But it may very well be ours. For the convenience 
of our customers, we keep upon our staff a number of 
people who are very knowledgeable in all kinds of 
matters which are not, strictly speaking, ‘banking’. 
These specialists will obtain currency for foreign travel 
(and passports too, 1f required). They will act as a 
customer’s Executor, help with his Income ‘Tax 
problems and so on. Indeed, on all those occasions 
when the services of a financial expert would be 
more than a little helpful, it 1s sound commonsense to 


step into the nearest branch of the Westminster Bank. 





WESTMINSTER BANK 


LIMITED 
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IT BEGAN WITH 
THE CRUSADES 


We take some pride in our long history but the 
business in which we are engaged is older than 
we are. Eastern banking began in the 12th 
century when the Knights Templar, protecting the 
lines of communication which sustained the 


Crusades, devised a mechanism for exchanging | 


currencies and transferring goods between 
Western Europe and the Asian Continent. This 
primitive but highly efficient banking service 
made possible a rapid expansion of the trade 
between the Eastern and Western worlds—a 
traffic which has been fittingly described as the 
foundation of all commerce. 

Nowadays travellers along the Asian trade routes 
and merchants and manufacturers engaged in 
the Eastern trade entrust their banking 
transactions to :— 


THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 
(Incorporated by Royal Charter, 1853) 

Head Office: 38 Bishopsgate, London, E.C.2. 

West End (London) Branch: 
28 Charles IT Street, London, S.W.1. 


Manchester Branch: 52 Mosley Street, Manchester,2. 


Liverpool Branch: 27 Derby House, Liverpool, 2 
New York Agency: 65 Broadway, New York, 6. 


Branches of the Bank, under British manage- 

ment directed from London, are established at 

most centres of commercial importance through- 

out Southern and South-Eastern Asia and 
the Far East. 





































Occupies floor 
space 3’x 3’6 


Counts and sorts 


£1200 worth of 


mixed silver in 


ONE hour /1 } 

A ‘ 
This reliable I.C.C. py 
machine effects with ivy 5/ 


incredible speed the exact — 
counting of mixed silver: saves your 
organisation time and money. 

Counts £1200 an hour in bulk, 

or £950 per hour in bags . £5. 

Denominations of 6d, 1/-, 

2/6d, and Id. and 3d. 

Can be used to count only. 

Totals accurately recorded, 

Electrically operated. 

——— feed. 

Can be operated easily by a junior, 


Ice Type F/4 MIXED SILVER 


COUNTING & SORTING MACHINE 


International Coin Counting Machine Co, Ltd. 
Alexandra Road, Enfield, Middlesex 
Phone: Howard 1886 


Makers of letter-opening, envelope- 
sealing, coin-counting ‘and token- 
counting machines. 


Established in 1869 


the career of the >. 


SHAFTESBURY 
LONDON MANCHESTER St 


LIMITED G Mill Vi 














| has been a record of progress FF | ‘ita 
| and service Whi MMM Ml 
Love - Serve 





Such a record could only have 
| been achieved by the Com- 
| pany giving the highest satis- 
faction to its policyholders. 


50 Mission Centres 


7 Residential Schools for 


The Company's total assets Cripples 
exceed £40,000,000. 


8 Holiday Homes & Camps 





A Cripples Register of 7000 


Zz 


Please support by 






Chief Office: Donation & Legacy 
FINSBURY LONDON. 32 John St., London, W.C.lI. 
SQUARE E.c.2 (Reg'd in Accordance with Nat. Assist. Act 1948) 
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Established 1824 


SCOTTISH UNION 


and 
NATIONAL INSURANCE COMPANY 


LIFE . FIRE . ACCIDENT . PENSIONS MARINE . AVIATION 


Special Life Assurance Terms to Members of Bank Staffs 


HEAD OFFICE : LONDON OFFICE : 
35, St. Andrew Square, Edinburgh, 2 Northgate House, 20/24, Moorgate, E.C.2. 




















THE PROVIDENT ASSOCIATION 
OF LONDON, LIMITED 


PROVIDENT HOUSE, 246 BISHOPSGATE, LONDON, E.C.2 
Attractive LIFE ASSURANCE Terms 


GUARANTEED CAPITAL ANNUITIES: 


Female 60 last birthday. £1,465 10s. Od. secures £100 per annum. 
Guaranteed 15 years 
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GIVE — CCR SOMETHING 


SECURITY ! 


Life has a 
firm foundation to ae 
those 
SAFEGUARDED 


the future. 


sense of 


WELL 
WORTH 
PUTTING 
THEIR 
SAVINGS 


who have 


Sav HAS me : le ‘ 
i 2 nets #3 E8 1 . 


INTO— 


PROTECT 
Your dependents and 


m@ PROVIDE 
for retirement by a 


REFUGE POLICY 














P.P.J. Home Safe 


They actively 


P.P.J. book-banks serve a double purpose. 
encourage saving and, with your mame and address em- | 
bossed on the smart, leather-cloth cover, they are an | 
excellent advertising medium. 

Strong and solid, with a slot for coins and a circular 
aperture for notes, P.P.J. book-banks are serving leading 
Banks, Building Societies and Insurance Companies all 
over the world. 


REFUGE 


ASSURANCE COMPANY Ltd. 


OXFORD STREET, MANCHESTER, 1. 


Please write to us to-day and we will gladly send you 
samples and prices of the P.P.}. book-type Home Safe. 


PEARSON -PAGE-JEWSBURY CO., LTD | 
(Dept. M) Westwood Works, Birmingham, 6 | 











Care ree Holiday Motoring 


Wim’ eas 
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with Dunlop — 
“the tyres with the Gold Seal 


Carefree holidays depend on trouble-free tyres. That's 
why so many motorists are starting the summer by fitting 
the latest and best Dunlop car tyre—and so should vou. 
The Gold Seal on the sidewall means: 


@ Stronger aid more flexible @ Patented Dunlop tread with 
casing for greatest durability thousands of ‘teeth’ to bite the 
and maximum riding comfort. road. 


@ Non-Static properties for @ Deep-pattern tread giving 
improved radio reception. non-skid efficiency right to the 


@ Compounds which provide end. 
highest resistance to abrasion @ Silent running throughout 
and wear. its long life. 


DUN LOP | 


THEY'RE FIRST IN SAFETY AND LONG LIFE | 


—9eT They cosT 0 wore! 
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FACTS ABOUT AUSTRALIA 








Over 


a,000,000 


bales of wool exported yearly 


Australia is the world’s largest wool exporter and is 
one of the chief primary producing countries of the 
world. Her secondary industries are growing in import- 
ance and are well represented in her exports. The Bank 
of New South Wales welcomes enquiries about trade 
and business opportunities and the _ establishment 


of new enterprises in Australia and New Zealand. 


BANK OF 
NEW SOUTH WALES 


ESTABLISHED /817. HEAD OFFICE: SYDNEY, AUSTRALIA 
London Offices: 29 Threadneedle Street, E.C.2, and 47 Berkeley Square, W.| 


(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 
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c A COMPANY THAT HAS 99 Baker Street, London, W.! 
' ALWAYS PAID A BONUS | 


be = ee 


Is SAFETY 
ASSURANCE COMPANY LTD. for your savings 
Has New and Well WITHOUT ose 
Designed Schemes of 
Life Assurance to CAPITAL 24 % 
meet all Modern Needs DEPRECIATION 
INCOME TAX PAID 
: CONSULT ne “a = ger 
} Head Office: | os 
| 19 ST. ANDREW SQUARE, | eye 
EDINBURGH, 2 | Assets £15,000,000 = Reserves £800,000 
| OR 
London Office: 
i 6 OLD JEWRY, LONDON, E.C.2 HASTINGS and THANET 
' Branches in all the principal Cities in Great Britain BUILDING SOCIETY 
| 29-31 Havelock Road, Hastings 46 Queen Street, Ramsgate 








4| Fishergate, Preston 4| Catherine Street, Salisbury 


























f ine Research worker ... age 40 ee income £1,500 p.a. 

















<4 wr : , 7000 
: Ny ay C./ wife and 1 clever child «+ rents a flat = | 
L = 
: | } 
c ti] says his job ts ZR 40) his hobby. 
! ) 
Every man is unique... and typical. We 


plan our policies accordingly. That is why 
| Every Prospect Pleases 
| The Seottish Mutual 


Assurance Society Ltd. 


SR a eed 



































| 109 St. Vineent insnicintintcl Glasgow, Game 
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| Roya. Bank OF ScoTLaND- 


INCORPORATED BY ROYAL CHARTER 1727 
HEAD OFFICE: ST. ANDREW SQUARE - EDINBURGH 





: a —_ two ere years = its oe Associated Banks : 
the Bank has maintained a tradition of the 
personal touch, and is to-day exceptionally GLYN, MILLS & CO. 


well equipped to provide its customers with a WILLIAMS DEACON’S BANK LTD. | 


Banking service which is adaptable, individual 
and complete. 


BRANCHES THROUGHOUT SCOTLAND AND ALSO IN LONDON 


TOTAL ASSETS £166,583,788 


xii 


























































ALEXANDERS DISCOUNT COMPANY 


LIMITED 
24 LOMBARD STREET, LONDON, E.C.3. 


CAPITAL PAID UP - - £1 ,400,000 
RESERVES — - - = - £2,200,000 


DIRECTORS : 
SIR ERIC GORE BROWNE, D.S.O., O.B.E., ‘T.D. (CHAIRMAN) 
GEORGE CLEVERLY ALEXANDER 
ROBERT ALEXANDER | 
THe Rr. Hon. LORD BALFOUR OF BURLEIGH, D.L. 
THE Rr. Hon. LORD COLGRAIN 
MARK DINELEY 
ALAN RUSSELL 








MANAGER: 
ANTONY MACNAGHTEN 
Deputy ManaGeR: CHARLES C. DAWKINS 
ASSISTANT Manacers: A. J. McLENNAN, M, L, CREGEEN 
SECRETARY: F. W. HATCHER 





BANK AND FIRST CLASS TRADE BILLS DISCOUNTED 
MONEY RECEIVED ON DEPOSIT. 












































Throughout its century of service, the Prudential has taken a 
leading part in providing insurance to meet the changing needs 
of the community. 

Another step forward is the extension of profit sharing to 
Group Pension Schemes. 


For particulars apply to 


THE PRUDENTIAL ASSURANCE CO. LTD. 


HOLBORN BARS, LONDON, E.C.1 
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THE 


BANK 


THE BANKER 


{S PUBLISHED BY 
THE BANKER LIMITED 


Editorial and Advertisement Offices: 
22 RYDER STREET, ST. JAMES' 
LONDON, S.W.1 
Publishing Office : 
72 COLEMAN STREET, 
LONDON, E.C.z. 
Telephone : Monarch 8833 


Telegrams: Bankroy, Ave, London 
Cables : Bankroy, London 


af 


THE SUBSCRIPTION RATES POST 
FREE TO ANY PART OF THE 
WORLD ARE :— 

TWELVE MONTHB....... £1 10 Oo 
fee 15 Oo 


THE EDITOR WILL BE GLAD 
TO RECEIVE MS. ARTICLES. 
THOUGH EVERY CARE WILL BE 
TAKEN, HE CANNOT HOLD 
HIMSELF RESPONSIBLE FOR 
ARTICLES SENT HIM 


* 


THE BANKER 1s published on 
the First Day of the month 





August 19§2 NUMBER 319 : VOLUME 99 
CONTENTS PAGE 
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What is ** Full Employment ”’ ? 6 
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Lower Profits from Fire and Accident 
Insurance 103 
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Bankruptcy : Absence from [England 108 
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International Banking Review 113 
Letter to the Editor 119 
Appointments and Retirements 120 
Banking Statistics 121 











ENDOWMENT ASSURANCES 
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SELVER SMELTING AND REFINING 


The handling of silver-bearing materials of relatively low content 1s 

one of the specialist services of our refineries. Mining by-products, 

residues and electrolytic slimes are treated in large quantities in a 

plant which has an immediate capacity of 1,500,000 oz. weekly. 

Upon instruction, the refined contents may be marketed or returned 
in any form desired. 


GOLD and Our refineries handle also bullion, ores, con- 
centrates, slags, mattes and mining by-pro- 


PLATINU M ducts containing gold and the platinum metals 
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Was his machine jet-propelled too ? 


AY DAY in Royal Air Force estab- 
P lishments produces its own special 
problems. The great numbers of personne! 
to be paid, differing from man to man 
In rank, entitlements, allowances and 
deductions, makes speed tn the accounts 
sections absolutely essential. The fact that 
personnel are liable to move from one 
station to another is just one more difh- 
culty to be faced. 

During World War 11, ihe vast increase 

in man-power threw a heavy burden on 

accounting sections. Pay Clerks were 
hard-pressed to keep up with the 
amount of checking necessary, and 
individual airmen found, sonictimes, 
that their full pav details lagged behind 
their postings from unit to unit. 
Anxious to ease this situation, the 
R.A.F. consulted machine accounting 
specialists of Burroughs Adding Machine 
Limited. 
In association with officers of the Air 
Ministry, Burroughs studied the problem, 
and it was decided to instal Electric 


Adding-Subtracting Machines to speed 
up the work. 
Result’? Using these Burroughs machines, 
accounting secitons can check, quickly 
and smoothly, the exact financial status 
of the airmen they deal with. The new 
system makes it possible to supply each 
airman wilh a simple copy of his account 
every four months, and, since duplicates 
of the figure information obtained are 
used as transfer documents, there are no 
delays in the dispatch of pay details. 
WHAT ABOUT YCU? If your business 
could benetit from faster figuring, call in 
Burroughs. They can otfer advice on all 
the latest systems, for Burroughs make the 
world’s broadest line of modern record- 
keeping machines: Adding, Calculating, 
Accounting, Billing and _— Statistical 
Machines and Microfilm Equipment. 
Call Burroughs today. Sales and Service 
offices in principal cities round the world. 
Burroughs Adding Machine’ Limited, 
Avon House, 356-366 Oxford Street, 
London, W.1. 


For expert advice in any field of business figures 


cat iN Burroughs 
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A Banker’s Diary 


Noboby likes to take sides in other people's elections, still less to make exultant 
noises When an honourable, if ambitious and short-sighted, man is brought 
down. But it would be idle to deny that an audible sigh of 

After relief went out across Western Europe last month when General 

Chicago = kisenhower was nominated as Republican candidate for the 

United States presidency instead of Senator Taft. The Senator 
has long been regarded in this country as the embodiment of the neo-isolationist 
school of American political thought, which would like to cut down, if not 
to abrogate, transatlantic commitments and which would seek misleading 
security behind the politically popular shicld of an extensive but American- 
based air arm. Even on narrow grounds of immediate American interest, 
it has always seemed likely that such a policy would be disastrous. So long 
as the Soviet empire is pinned within its present periphery, with strong 
land forces and reasonably healthy free economies all around it, it cannot 
mobilize more than about one-fifth of the productive resources that are avail- 
able to the United States—and ts therefore, on the whole, unlikely to precipitate 
a full-scale war against it. But if ever the policy of containment within existing 
land frontiers were jettisoned, this comforting preponderance of power on the 
side of the free nations—on which all hopes for the future, economic and 
otherwise, must be based—would be jettisoned too. The supremely cheering 
message from Chicago last month is that the shield stays up. 

In these circumstances, next November's presidential election seems likely 
to be fought mainly on internal American issues. It is true that Europeans, 
whose future way of life would be gravely jeopardized by a recurrence of 
American slump or a strengthening of American tariff barriers, cannot be 
wholly indifferent to such internal issues; it 1s an uneasy thought that the 
deserved popularity of General Eisenhower (honoured in his own country as 
he is in this) might help to elevate to the chairmanship of vital Congressional 
committees Republicans of the sort that believe with Mr. Hoover that the 
three most baleful influences on current politics are ““ Marx, Mussolini and Lord 
Keynes’, and of the sort that saw no contradiction in including—within the 
same sentence of the official Republican platform—the recommendation that 
world trade should be freer and that American producers should be accorded 
increased protection against “ unfair’ foreign competition. But it is also 
true that the election of General Lisenhower might sap, while the rejection of 
him would almost certainly restore, the power within the Republican party 
of these apostles of pre-1846 Victorianism. With these conflicting considera- 
tions in mind, most European observers will probably look out upon next 
November’s poll in an attitude of neutrality that it is honest to embrace 
as well as tactful to profess. Twelve years ago many dispassionate observers 
of the world scene (including, incidentally, Senator Taft) regarded it as more 
than probable that virtually the whole of the Eurasian land mass was destined 
to fall under Nazi or Communist domination. The fact that it has not done 
so has been due, perhaps more than to any other single factor, to the enligh- 
tened foreign policy pursued, by the United States and supported by both the 
principal contenders at four successive presidential elections. This is a record 
of sustained wisdom almost without parallel in history, even though European 
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—and opposing political candidates in America itself—do not always seem 
ready to admit it. There is still plenty of room for Anglo-American controversy 
to be found by those who like to look for that sort of thing, but this seems to 
be the moment to point out that a real tribute to the present generation of 
Americans is contained in the old dictum that, in the end, a people gets the 
policies—and the politicians—that it deserves. 


THE sterling area’s gold and dollar deficit, before allowing for receipts of 
American aid, rose from $63 millions in April to $65 millions in May and S&& 
millions in June. It is true that these figures are much better 

Doubts than the pre-budget deficits of S299 millions in January and 

about = $266 millions in February, and that the apparent deterioration 

Dollars between April and June may be a little misleading; the deficits 

in April and May were clearly whittled down by certain non- 
recurring capital receipts and it is probable that the true current position in 
June was rather better than in either of the two preceding months. It 1s 
known, for example, that Australia at last returned from expensive deficit to 
something like overall balance in June. But it is nevertheless surprising that 
the stock markets received the news of the quarter's continuing deficit with 
such blithe unconcern. One explanation may be that they were beguiled by 
the fact that the rising rate of receipts of American aid (825 millions in April, 
$81 millions in May and S95 millions in June) kept down the total drain on 
the reserves during the quarter to only 815 millions. It is difficult to avoid 
the conclusion, however, that another explanation was that they were in a 
somewhat fey midsummer mood, on the look out for good news and ready to 
turn a blind eye to bad. Prices began to turn up from June 24, when the 
Financial Limes index of industrial ordinary shares stood at 103.1 and War 
Loan 3) per cent. at 73. In early July, after the announcement about the 
gold reserves and a modest improvement in the sterling rate, the advance 
quickened, so that the /inancial Times index reached 111.0 and War Loan 
34 per cent. 75 by the close of business on July 16. At this stage a sharp 
reaction was caused by Mr. Churchill's warning that in a two-day debate on 
economic affairs at the end of July “ very grave and far-reaching matters 
affecting every branch of our national life, both domestic and defensive, would 
have to be brought into a new survey and presentation of our present position ”. 
This issue of THE BANKER had to go to press before this debate took place. 
Pending it, and pending the first of the new monthly announcements of the 
level of the gold reserves (for end-Julv), the markets, with the /*vnancial Times 
index on July 24 at 109.4 and War Loan 33 per cent. at 737, can only be 
described as in a state of suspense. 

Whatever new measures are taken to alleviate the strain upon the national 
economy, it is clear that the level of the gold reserves is going to be very crucially 
affected by the scale of American aid over the next twelve months. Britain 
has still some S98 millions to come in from the Congressional appropriation 
for 1951-52, and (provided that present American proposals are accepted by 
N.A.T.O.) it can probably expect to receive $416 millions of economic aid out 
of the $6 billions appropriated for Mutual Security Funds in 1952-53 bv 
Congress last month; it is not clear whether this $416 millions includes, or 
is additional to, the $40 millions of “‘ Katz-Gaitskell money ” already promised 
this country. In addition, Britain will probably receive between $50 and $70 | 
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millions’ worth of free machine tools and a certain amount of free military 
equipment in the next twelve months; neither of these forms of aid, however, 
will involve receipts of dollars that can be added to the reserve. Finally, it has 
been announced that the United States recently placed $69 millions of orders 
for “ offshore ~ purchases of military equipment in this country, and that 
‘offshore purchases out of the Congressional appropriation for 1952-53 will 
include some orders for British military aircraft (perhaps for as much as $200 
millions). It must be emphasized, however, that these orders will naturally 
only be paid for when deliveries are made; at the moment much of the equip- 
ment ordered has not even started production. In these circumstances it would 
be rash to suppose that total British receipts of Mutual Security dollars will 
exceed $600 millions—that is, $50 millions a month—in the course of the 
next year. This is not much more than half the rate of receipts in June—a 
significant reminder that the solution to the sterling area’s problems must lie 
in trade not aid. 





THe Exchequer return for the first quarter of the fiscal year offers so unreliable 
a guide to the likely outturn of the year as a whole that it is rarely scrutinized 
with the care given to later statements. The return issued on 

The June 30 last, however, has attracted widespread attention, 


Exchequer’ because the trends it reveals appear at first glance to be 
Deficit markedly at variance with the intentions of the budget. This 


appearance arises partly from the fact that comparison with 
the budget is complicated by the omission from the formal budgetary accounts 
of the effects of the reduction to be made in food subsidies (by £160 millions, 
EXCHEQUER OUTTURN 
(4 millions) 
Budget 


OuTTURN Outturn I’stimate 
[st Quarter ist Quarter lull Year Full Year 
1951-52 1952-53 1951~—52 1952-53 
Ordinary Revenue “A a ‘a - S46 - S71 - 4433 4001 
Ordinary Expenditure .. ee “s 832 1072 4054 - 4235* 
“Above-Line " Surplus or Deficit ie ly 201 - 379 426* 
Loans to Local Authorities (net) i 87 [12 305 344 
Other Capital Expenditure (net) . 30 42 1O4 [62 
Overall Deficit .. - - a 109 355 = 150 _ 8o* 


*After allowing for expected net saving of £80 millions resulting from the reduction in food 
subsidies and changes in social service payments, but also after adding /85 millions of defence 
expenditure written off against American aid. 
to £250 millions in the full year) and of the countervailing reliefs to be given 
in increased social payments (by {80 millions in a full year). In addition, as 
THE BANKER noted at the time, the budgetary estimates of expenditure were 
distorted by the new method of accounting adopted for American Aid; {£85 
millions of expected defence aid has been subtracted from the actual intended 
defence expenditure, although such aid gives only nominal relief to the domestic 
finances. If the estimates are adjusted to allow for these factors, the total 
“ above-line ’”’ expenditure during the quarter, at £1,072 millions, shows an 
increase over the comparable 1951-52 expenditure that is {60 millions more than 
the increase expected in the full year, The actual increase over 1951-52 was 
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£240 millions. On the other hand, the Chancellor has so far secured only a 


little over 10 per cent. of the £228 millions of additional revenue budgeted for 


the year. Hence the quarter shows an “ above-line ” deficit of 4201 millions, 
in contrast with a surplus of #14 millions in 1951-52 

Happily, a substantial part of this deterioration seems to have been attri- 
butable to specific influences that will diminish in strength as the vear proceeds. 
In particular, fully one-half of it is explicable by the fact that, whereas defence 
expe nditures were rising fast during 1951-52, they are now levelling out; the 
quarter's expenditures must have approximated fairly closely to their rateable 
proportion of the year’s gross estimate (of 41,462 millions), whereas e xpenditure 
in the similar period last year certainly fell far short of one-fourth of the 
{1,110 millions actually spent. Secondly, a large part of the increases in food 
prices needed to reduce the annual cost of subsidies by £160 millions have 
been delayed to ensure a synchronization with the (relatively smaller) increases 
in the social payments. So far, therefore, the bill for subsidies has not been 
substantially reduced; and, even for the year as a whole, it 1s not expected 
to fall below £309 millions. Other influences that are believed to have inflated 
expenditure temporarily include an increase in the requirements for working 
capital by the trading departments of the Ministries of Food and Materials. 
On the other hand, the lion’s share of the hoped-for improvement in revenue 
cannot, in any case, be secured until later in the year—more than one-half of it 
was expected to be provided by profits tax, the yield from which rose only 
shghtly during the quarter. Income tax, however, has already provided 
roughly one-third of the gain expected for the full year. 

Thus, although the budge ‘tary prospect now looks somewhat less favourable 
than it did last April—notably because of the 448 milhons absorbed by the 
award of increased payments to doctors under the National Health scheme 
and the purchase tax concessions made in the budget debate—there is no 
reason to assume that it is as bleak as the first-quarter figures mig op super- 
ficially suggest. The impact of the quarter’s deterioration upon the Govern- 
ment's need for domestic finance—a matter that is further discussed in an 
article on page 72—has, however, been intensified by two other influences. 
First, there has been a noticeable worsening of the ‘‘ below-line "’ account; 
net expenditure here was expected to fall in the full year from £524 millions 
to £506 millions, yet in the first quarter it has risen sharply, by £30 millions 
to £154 millions, chie ‘tly because of a big rise in the rate of lending to local 
authorities. Secondly, the Government's domestic borrowings by methods 
other than floating debt contracted sharply—notably in consequence of the 
unattractiveness of the rate of interest allowed, until last month, on tax reserve 
certificates. 


THe Treasury has now taken steps to correct the anomalous rates that have 
been retained on these certificates and on defence bonds. The fifth issue of 
defence bonds, launched early last year and carrying 3 per 

Defence cent. interest, had become unpopular even before the second 
Bonds and _ increase in Bank rate, and thereafter, of course, the return 
T.R.G.s oftered was hopelessly out of line with the market. In the 
first quarter of the fiscal year, sales of bonds dropped to under 

{10 millions, while total repayments (including redemptions at maturity) 
amounted to almost £36 millions, This series of bonds is therefore to be 
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withdrawn at the end of this month, when they will be replaced by a new 
issue of 34 per cent. bonds. These, unlike the fifth issue, will offer a tax-free 
premium on redemption; they will be repaid at {101 if held for five years but 
less than ten, and at {103 if held for the full ten years, when they will be 
repayable on application. If encashed within five years they will be repaid at 
par if six months’ notice is given, but subject to due sacrifice of interest if 
notice is waived. It has been officially stated that no change is in contempla- 
tion in the terms offered on savings certificates. 

The change in the interest rate offered on new tax reserve certificates is the 
first since 1946, when Dr. Dalton reduced the war-time rate of 1 per cent. 
tax-free to ? per cent. tax-free as part of his campaign for ultra-cheap money. 
The Daltonian series was withdrawn in the middle of last month and has 
been replaced by a new series carrying I} per cent. tax-free. As in the past, 
interest is payable for a maximum period of two years, but there is no longer 
any limit to the period during which certificates may be tendered in payment 
of taxes; since 1944 this period had been limited to five years. If the higher 
rate stimulates purchases, it should help to reduce the Treasury’s borrowings 
on floating debt, and thus should tend to keep down the liquidity ratios of 
the banks. 


For more than a quarter of a century, the charges imposed by Scottish banks 
have remained virtually unchanged. These banks have never followed the 
common English practice of charging a commission for the 

Scottish conduct of current accounts; nor, on the other hand, have they 
Bank allowed interest upon them. Instead, recipients of cheques have 
Charges’ been charged Is. per cent. for the negotiation of all cheques 
drawn on branches other than those at which they were pre- 

sented, with exceptions granted for London cheques and certain local cheques 
in Scotland. This practice of levying a charge on recipients of cheques instead 
of on account holders has always been open to two criticisms: the charge has 
not fallen on those who derive the main benefit from the provision of banking 
facilities, and receipts from it have not borne any consistent relationship to 
the burden of work involved. In addition, of course, since banking costs 
have risen greatly, this scale and basis of charging have become uneconomic. 
It has, therefore, long seemed inevitable that the seven Scottish banks 
would have to raise their charges. They have now wisely extracted some 
virtue from necessity by scrapping their existing system of charges and intro- 
ducing a new system that puts the main incidence on the account holder. 
From the beginning of next month customers will be charged 6d. for each 
cheque that they draw on a current account, with a minimum charge of Ios. 
per half-year; this will be reduced or offset by a half-yearly allowance of 6d. 
per month for every complete £100 of the lowest daily credit balance appearing 
during each calendar month on each account that has remained consistently 
in credit. It is provided, however, that this half-yearly allowance must not 
exceed the charge otherwise exigible, and that additional charges will be 
negotiated with customers for any accounts that involve special work or outlay 
by the banks—for example, in the provision of coin and the payment of wages. 
The banks will also exact a collecting commission of 6d. on each cheque drawn 
in cash or included in a transfer to another bank, but this will not apply to 
cheques paid into a current account or presented at the branch on which 
CI 
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they are drawn. This new system is undoubtedly a more logical one than the 
old, and it will mean that holders of many accounts now operated at a loss 
will pay more for the service rendered to them (while customers with accounts 
that normally have substantial creditor balances will often pay less com- 
mission than hitherto). But since the average cost of handling each cheque 
in Scotland as in England, must now work out at more than Is., there must 
be some accounts that will still remain unremunerative. 


THE British Bankers’ Association’s second memorandum to the Royal Com- 
mission on Taxation was published just as this issue of THE BANKER went to 
press. It contained the Association’s answers to the Commis- 
Bankers sion’s questionnaire on specific matters—most of them of a 
on technical and detailed nature. The bankers strongly supported 
Taxation those who believe that the Inland Revenue could learn some 
worthwhile lessons from United States tax regulations on the 
subject of stock valuation, and argued that “ a trader should always be allowed 
to regard himself as disposing first of those items in his stock which have cost 
him most ’’. They also explained their objections to the taxation of United 
Kingdom companies on overseas profits not remitted to this country (this 
bears heavily upon banks trading abroad that are compelled by foreign enact- 
ments to hold proportions of their capital and reserves abroad), and pleaded 
that the rules regarding “ residence ”’ for tax purposes should be amended. Other 
points noted in the Memorandum included a general approval of the P.A.° .E. 
system and a suggestion that it should be extended to some surtax payments, 
a protest against late assessments, and a recommendation that the deduction 
of tax at source should not be extended to stocks on the Post Office register 
or to bank interest. Finally, the bankers drew attention to the fact that the 
graduation of direct taxes is far less smooth in Britain than in other countries, 
and proposed that earned income relief should taper off instead of terminating 
suddenly around the {2,000 mark. 


In recent months British banks have given some impressive demonstrations 
of the way in which mechanization is saving much time, money and drudgery 
throughout the profession. Glyn Mills & Co. has demon- 
The Advance strated the private television link that it has established 
of between its offices in Whitehall and its pay department 
Mechanization and ledger division at Osterley Park. The Westminster 
Bank has installed a ‘“‘ Recordak ’’ machine that represents 
a new step forward in the use of microfilms in cheque clearing. This machine 
not only lists all cheques received on an adding machine and photographs 
them, but imprints the crossing stamp on the cheques at the same time; all 
suitable branches of the Westminster will be equipped with this machine in 
due course. The Midland Bank, whose new note-counting machine was des- 
cribed in THE BANKER in March, has installed a Western Union “ Desk-fax ”’ 
machine at its Overseas Branch in Old Broad Street; this enables the user to 
send and receive telegrams at his own desk by the operation of push-buttons. 
These installations are milestones along a road that is likely to prove a long 
and fruitful one in the coming decade. , 
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The Banks’ Investments—and 


Their Reserves 


HE half-yearly statements of four of the “ Big Five’”’ banks have this 
[year made banking history—by departing from a time-honoured con- 

vention in the valuation of investments. The break with tradition is 
sufficiently important to justify a break in THE BANKER’s own tradition—of 
scrutinizing banking statements first from the standpoint of the national 
economy as a whole, and only secondarily from the point of view of the banks 
themselves. This opening article is accordingly concerned only with the 
historic change in the form of the accounts; a subsequent article examines 
the wider credit trends, and the hight they throw upon the workings of the 
new monetary policy. 

[In the past, as a “ Notice ’’ issued from the Bankers’ Clearing House last 
month explained, the clearing banks habitually provided for any deficiency 
between the book value and the market value of their holdings of British 
Government securities by provisions from current profits or from their internal 
contingency accounts; on rare occasions, to which the “ notice’”’ does not 
refer, they have also made open transfers for this purpose from published 
reserves. But, whatever the source of the provision, the effect was to enable 
the banks to show their investments in their published accounts “ at or 
under’ or “ below’ market value. There was no specific legal obligation 
upon them to do this, or even to state the basis of the valuation (since the 
banks are exempt from all those provisions of the Companies Act, 1948, that 
are designed to ensure a full disclosure of all reserves). One bank, indeed, 
though adhering to the basic principle, did not state the method of valuation 
even in its annual balance-sheet, and most of the banks refrained from stating 
it in their mid-year “statements of account ’’. These statements, it may 
be noted, are issued in pursuance of a different section of the Companies Act 
(Section 433, which incorporates a provision from an old banking statute 
requiring half-yearly statements in prescribed form to be posted up in bank 
offices) from that governing balance sheets, and are subject to much more 
lenient provisions as to form and content. 

The law therefore left the banks entirely free to vary their practice, hallowed 
though it was by what the Clearing House “ notice ’’ calls, in faintly derogatory 
phrase, “‘ old custom ’”’; and four of them have now done so. They have 
“ decided to make no transfers from the balances of their Contingency Accounts 
or from Reserve Funds as existing on January I, 1952” to meet the further 
depreciation sustained on their British Government securities in the half-year. 
In consequence, the book figure of these securities appears on this occasion at 
a valuation in excess of market value, but this valuation is specifically stated 
to be “ at or under cost’ and also “‘ below redemption price ’’. In each case 
the deficiency is disclosed by a marginal note giving the market valuation at 
the date of the accounts. On the letter of the law, it seems that this disclosure 
was not compulsory in the mid-year statements, because the law does not 
require them to be certified by the auditors (though some of them are in fact 
audited); but it can almost certainly be regarded as compulsory in an annual 
balance sheet, since the auditors would be most unlikely to regard the account 
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as giving a “ true and fair view ’’, as required by law, unless the extent of the 
deficiency were revealed. But, so long as this is done by statement of the 
market value, there is no doubt whatever that the new basis of valuation fully 
satisfies the legal requirements for the year-end accounts (and a fortiori for 
the mid-year statements). Indeed, the new form can be regarded as more 
informative than bank accounts have hitherto been, especially as the break 
with tradition has induced the banks to give some indication of the composi- 
tion of the portfolios—information that has previously been given, if given at 
all, only in the chairmen’s annual “ speeches’. Each of the four banks now 
states that all its British Government securities have fixed redemption dates, 
‘the majority ’’ maturing within ten years. 

The banks that have thus broken with “ old custom ’”’ are the Midland, 
the Westminster, Barclays and Lloyds; but their new procedure is not quite 


























uniform. Whereas all of them, as the Clearing House “ notice ’”’ states, have 
TABLE I 
CLEARING BANKS’ GOVERNMENT SECURITIES: NEW BASIS 
({mn.) 
\— JUNE 30, 1952 —————-——_, | 
| Reserve Book 
Dec. 31, Depreciation | Fund Value: 
1951 Book Market | and Share | Change 
Book Valueft Value Actual % | Premium in 
Value* Account | Half-year 
Midland .. es 422.32 422.29 409.35 12.94 3.06 yori ee 
aw « & / 
Westminster 4 248.69 237.30 229.38 72 3.33 j “a — 11.39 
. 9.88 | 
Barclays .. -. 393.28 390.76 383.17 7.59 1.94 : - 1 a 
OO; 
13.66 
Lloyds ids = 329.20 320.55 314.55 6.00 1.87 1 "e | —- 8.65 
ietiniee een en onion. seule a - 
Totals .. 1393.49 1370.90 1330.45 34.45 2.51 { 45 ; ot | — 22.59 
! {208 | 
amma - Jessie an ae 
* At or under market value. 7 At or under cost and below redemption price. 


refrained from making provisions from contingency accounts or from published 
reserves to write down these securities during the half-year, two of them— 
the Midland and the Westminster—specifically state that they have also 
refrained from making any provisions for this purpose from the profits of the 
half-year. This distinction is important, and must be borne in mind when 
comparing the amounts of disclosed depreciation. Since the banks consulted 
together before making these changes (and did, indeed, follow the unusual 
practice of arranging to issue their statements, as well as the special notice 
from the Clearing House, on the same day), the omission from the statement 
of Lloyds and Barclays plainly implies that these banks have done some 
writing-down out of the profits of the half-year. This obviously explains why 
their disclosed depreciation is less than that shown by the two banks that have 
done no writing-down at all during the half-year. The changes shown in the 
book values of Goverment securities of these two banks, the Midland and the 
Westminster, over the half-year may be presumed to arise solely from purchases 
and sales; it does not follow, however, that the disclosed depreciation at June 
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30 measures precisely the actual depreciation sustained during the half-year, 
because the end-1951 book figures probably still contained some margin of 
under-valuation, though this is unlikely to have been large. 

The comparison between book values, on their new basis, and market 
values at the same date is shown in Table I. It will be seen that there is a 
striking similarity between the percentage depreciation shown by the Midland 
and the Westminster, and an even closer similarity between that shown by the 
other two banks. The first two, which have entirely abstained from writing- 
down, show deficiencies of 3.06 per cent. and 3.33 per cent. respectively; 
Barclays and Lloyds show 1.94 per cent. and 1.87 per cent. respectively. Only 
the first two of these figures can reasonably be considered in relation to the 
actual trend of the market during the period; but if the end-December valua- 
tions can be presumed to have contained little residue of under-valuation, the 
moderateness of the disclosed depreciation now is a testimony to the shortness 
of the average life of the portfolios. It may be compared with the changes in 


TABLE [If 
GOVERNMENT SECURITIES: NET PRICES * 
‘Post-war  End- End- Fallin June 30, Fall in 
peak”’ 1950 1951 I95I 1952 Half-year 

| . (Jan., 1947) Yo ; 70 
17% Serial, 1952 - - wad — — 99% 0.67 993 0.3 
» 1953 es - “% — — 993 O.7T 982 £43 
i 1», 1954 Pe ia “ -— -—- 99 I.of 962 2.4 
24°, N. War Bonds, 1952-54 oe 1043 IOI? 99% Fi9 9845 I.7 
23% Funding, 1950-61 - 64 104} 9975 9246 2.3 8848 3-5 
3% Savings Bonds, 1955-605 es 108 too} 90% gQ.2 86%5 4.9 
23% Savings Bonds, 1964-67 i 1044 9416 8545 9.7 793 6.2 
3% Savings Bonds, 1960-70 ‘a 1084 973 86} Ir.8 So} 6.7 
33% War Loan ” “a as 108} 93 Sof} I4.f 72% 9.7 
24°, Consols - oa - 98 71 614 13.6 55% 9.3 
24% Treasury Stock (‘‘ Daltons’’).. 100 703 593 15.6 54 9.0 

Financial Times 
Fixed interest index xa és 149.5 122.70 106.70 13.0 £101.07 5-3 


* For additional details of the trend of short bonds and yields thereon, see the tables on page 93. 
¢ Compared with prices at which these stocks were issued in November 1951 


net market prices shown in Table II, from which it will be seen that securities 
with a life beyond nine years all dropped by a bigger percentage, mostly a 
much bigger one, than the 3.3 per cent. depreciation disclosed by the West- 
minster Bank. 

Evidently, the banks have been successful in the efforts they have been 
making in recent years, in extremely difficult market conditions, to sell the 
longest of their securities and to switch into shorts. This process had evi- 
dently not been completed in all cases by the end of 1951. Two of the four 
banks then stated, in the chairmen’s speeches, that they held only dated 
stocks; these were Barclays and the Midland, the latter further stating that 
over one-half were dated within “the next few years’. Lloyds Bank, 
however, was then still holding a residue of undated stocks, since its chairman 
stated that “the great bulk”’ of its portfolio comprised dated stocks, the 
“large majority ’’ within ten years. The Westminster’s chairman gave no 
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details of the disposition, merely remarking that the year’s depreciation had 
involved a “large encroachment ’’ upon inner reserves. Now, as already 
noted, all four banks hold only dated stocks, mainly within ten years. The 
only bank whose accounts afford evidence of any considerable net sales 
(which may, of course, have been made for liquidity reasons and not for 
purposes of shortening the average life of the portfolio) is the Westminster, 
the book value of whose portfolio has fallen during the half-year, despite the 
fact that there has been no writing-down, by {11.4 millions, the biggest move- 
ment shown by any clearing bank. The Midland’s book valuation, though 
not further written down, was unchanged over the half-year, while the declines 
of £8.7 millions and {2.5 millions shown by Lloyds and Barclays respectively 
were presumably partly attributable to the writing-down out of current profits. 

Each of the other six English clearing banks, notably including the National 
Provincial Bank, has adhered to the traditional practice; and each specifically 
states that its British Government securities stand in the accounts at less 
than market value. The relevant figures of these banks are summarized in 
Table III. It should be noted that in this case the declines shown over the 
half-year in the book values of the portfolios do not raise any presumption 


TABLE III 
CLEARING BANKS’ GOVERNMENT SECURITIES: TRADITIONAL BASIS 





(£mn.) 
Book Value * Change 
Dec. 31, June 30, in 

1951 1952 Half-year 
National Provincial sa re a - 200. 32 195-93 — 4.39 
District .. “x om a ai aN 88.45T 82.19T — 6.26 
Martins .. eh wl He ” oa 1O1.17T 98.54T — 2.63 
Williams Deacon's x wa :s - 41.78 40.13 — 1.65 
Glyn Mills si ee ca ba $4 19.53 18.51 — 1.02 
Coutts Ps i ws a ss a 17.89 18.36 + 0.47 
Totals .. ie ‘ ar 409.14 453-66 — 15.48 


* Less than market value. 
ft Including a small proportion of gilt-edged securities other than British Government 
securities (which the other banks show separately in their accounts). 


that these banks have been net sellers during the half-year, since the changes 
Shown include the whole of the half-year’s writing-down (f/us any net sales 
or minus any net purchases). It is interesting to observe that, none the less, 
the proportionate decline in book values is only in one instance (that of the 
District Bank) substantially larger than that shown by banks in the first 
group (Table I). The average fall in book values shown by the six banks is 
3.3 per cent., which compares with an average drop of 1.6 per cent. in the 
book values shown by the four banks and with a total average difference of 
4.1 per cent. between their end-December book values and their mid-year 
market values. 

Despite these rather intriguing comparisons, it cannot be presumed that 
the banks that have changed their practice have necessarily suffered a greater 
depreciation over the half-year (or even, indeed, over the whole period of the 
market’s fall) than those that still hold to “‘ old custom’’. Nor can it be 
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presumed that the change has been “‘ compulsory ” in the sense that inner 
contingency accounts could not have provided for the further fall. Neither 
the accounts themselves nor any authoritative statement made to supple- 
ment them has given any indication of the state of the inner reserves in 
relation to the investment depreciation now disclosed. Indeed, several of 
the banks concerned have emphasized unofficially that the change has been 
made as a matter of “ policy’’. For the reasons already stated, they cer- 
tainly had a greater latitude when considering their practice in relation to the 
mid-year ‘‘ statement of account’ than they would have had in relation to 
the year-end balance sheet. This, however, does not appear to have been 
the major point at issue; the principal argument now, upon which the “ policy ”’ 
decision is based, is that the new method of valuation is more realistic than 
the time-honoured one. 

This argument takes several forms. It is contended that the concept of 
market valuation is almost meaningless when applied to portfolios of such 
huge size as the banks’ holdings of gilt-edged. If the banks wished to sell, 
the gilt-edged market is so narrow that it could provide facilities for only a 
tiny fraction of the holdings at any one moment; and if the banks ever showed 
signs of wanting to sell larger quantities than this, the market would seize up 
unless it were known that the authorities were standing by to absorb any 
excess Offerings. In any case, it is quite unrealistic to postulate the wish to 
sell in this fashion or to assume that the need for such selling could ever arise. 
An alternative line of argument, deriving from the first, is that a certificate 
from the directors of a bank of what the securities are, in their opinion, worth 
is a better basis of valuation than market value. Such a basis of valuation, 
it is pointed out, is automatically accepted when applied to loans and over- 
drafts (which have no market value); the extent of any provision for doubtful 
debts is determined by the banks themselves. The third and most realistic 
line of argument in effect embraces the other two, but relies principally upon 
the first. It is pointed out that, not only is it impossible for the banks to 
sell any substantial proportion of their portfolios at any one moment, but it 
is also inconceivable that they would ever be obliged to sell any such propor- 
tion outright even over a period. 

The only circumstances in which it is possible to envisage any large net 
reduction in the portfolios of investments by sales on the market (as distinct 
from special conversions into other types of Government paper) are (1) if the 
Government pursued a deflationary policy of such severity as to produce a 
violent fall in bank deposits, a deflation of such magnitude as would inevitably 
be accompanied by large-scale unemployment, or (2) if the character of 
industrial financing changed so substantially as to throw a markedly bigger 
proportion of the whole on to the banks, while the Government pursued a 
budgetary and monetary policy that relieved the banks of their gilt-edged 
holdings more or less correspondingly. The first of these hypothetical con- 
ditions can be ruled out on social and political grounds; it is just possible to 
conceive circumstances of painful deflation, but not a deflation of such extent 
as would compel really large net sales of bank investments in the short run. 
The other set of conditions is more readily conceivable, although any big 
expansion of the banks’ share of industrial finance would be much more 
likely to be associated with inflationary conditions in which their gilt-edged 
portfolios would tend to be more or less maintained; but, in any case, a change 
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of the character postulated would be spread over a very long period, in which 
the appropriate adjustments in the disposition of the banks’ assets would 
take place gradually and naturally. If the possibility of such long-term 
changes is left out of account as being largely irrelevant to the present argu- 
ment, it can be said that the maintenance of the total of the banks’ invest- 
ment portfolios at a level not radically below the current level (apart from 
any special conversions) is virtually inherent in their continuance in the 
business of banking. Moreover, provided that any secular decline in the 
level of portfolios proceeds gradually, it can be brought about by a mere 
omission to replace securities that have been redeemed in the normal course— 
so long as a substantial part of the portfolio continues to be held in short- 
dated stocks, with a reasonably smooth spacing of their lives. 

In this context, therefore, the only contingency that the banks have to 
guard against is the possibility that, in the short run, they may find it necessary 
to reduce their portfolios more rapidly than they can be reduced by redemp- 
tions, and thus may have to be net sellers in unpropitious markets. Even 
in the most adverse conditions that can be conceived in practice—such as a 
long-sustained pursuit by the authorities of an orthodox monetary policy of 
the present kind but of greater toughness, at a time when the banks do not 
find it feasible, even so, to prevent an expansion of their advances—this risk 
of having to make “ compulsory ”’ sales of investments would extend to only 
a fraction of the portfolio. It can reasonably be contended, therefore, that the 
concept of market value is relevant only to this fraction, the portion that 
might have to be sold to reduce the portfolio faster than it could be reduced 
by maturities. For the preponderant proportion, the proportion that can be 
regarded as retainable until maturity even on the worst assumptions of mone- 
tary pressure, the market value is, on this argument, quite irrelevant. These 
securities will command their redemption price eventually, and any deprecia- 
tion shown upon them at a particular time will be reduced—even in adverse 
markets—as redemption date approaches, and will finally disappear. Pro- 
vided that the portfolio is valued in the accounts at or below redemption 
price (as well as at or below cost) and provided that it includes a substantial 
block of well-spaced short stocks and does not include optionally redeemable 
stocks, the banks are entitled to feel that they are both acting and accounting 
in accordance with the spirit of their traditional conservatism. 

Some at least of the bankers that have made this change have so fully 
convinced themselves of the appropriateness of the new principles—and of 
the unrealistic character of the principles to which they have been wedded in 
the past—that they intend to follow them in future, even after the eventual 
turn of the market tide has wiped out the depreciation. What the actual 
accounting formula would be in these happy conditions naturally cannot yet 
be surmised; but it is to be hoped that it would still include a precise state- 
ment of the market value. But although these banks seem well pleased to 
have jettisoned “ old custom ’’, it would be foolish to suppose that they would 
have done so if the tradition could have been followed now without any greater 
difficulty than its maintenance has presented in the past. If they have learned, 
as they believe, better ways, they have had to be taught in an extremely hard 
school of experience. 

The lesson began more than five years ago, when gilt-edged values first 
began to topple, and soon to crash, from the dizzy pinnacle to which the 
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antics of Dr. Dalton had so foolishly and temporarily lifted them. Measured by 
the long-term rate, and by the ill-starred “‘ Daltons ’’ themselves, the fall over 
five and a half years has been to little more than half the height of that pinnacle. 
Over the same period, the average level of the gilt-edged market as a whole, 
as measured by the Financial Times fixed-interest index, has dropped by 
virtually one-third. Moreover, during the phase of Daltonian blandishments, 
some at least of the banks did not keep clear of the longer stocks. This, in 
any case, was the phase of most aggressive buying. During the period from 
September, 1945, when the campaign opened, to February, 1947, when the 
first crack appeared, the aggregate portfolios of the clearing banks were 
increased by £293 millions, to £1,438 millions; they rose by a further {60 
millions before the end of 1947, during the first phase of the market’s post-war 
slide. Over the whole subsequent period up to the funding operation of last 
November, the portfolio averaged fully £1,500 millions, in contrast with {600 
millions on the eve of the war (as will be seen from our usual tables in “‘ Banking 
Statistics ’’, on page 123). A further £500 millions was added by the virtually 
enforced funding of Treasury bills last autumn. Even on these short-dated 
Serial Funding Stocks the banks have had to face heavy depreciation; at 
June 30 last, the 1954 stock, the longest of the three, was standing at 3% per 
cent. below its issue price. 

In the circumstances, it 1s astonishing that inner reserves sufficed for so 
long to sustain the traditional accounting practice, for the structure of bank 
capital was not cast to withstand so extraordinary and so sustained a pressure 
as this. The clearing banks have not raised any new capital since pre-war 
days, when their aggregate paid-up capital represented roughly 34 per cent. 
of their deposits (at end-1938) and their disclosed reserves (including balance 
on profit and loss account) represented a further 2.9 per cent. At these levels, 
however, despite the fact that the investment portfolio was even then regarded 
as unduly swollen, the aggregate disclosed capital resources were equivalent 
to nearly one-quarter of the portfolio and the disclosed reserves to almost 
10} per cent. of it. At that stage it was popularly supposed that inner reserves 
were roughly equivalent to published reserves (and, indeed, one authoritative 
statement made in 1942 seemed to confirm the supposition); in other words, 
the banks could then have written off an investment depreciation of some 
Io per cent. without touching published reserves. But since then, while 
published reserves have been augmented by roughly one-quarter, investment 
portfolios have been multiplied more than three-fold. The ratio of aggregate 
disclosed capital resources to deposits (taking end-1951 figures, because profit 
and loss account balances are not revealed in the mid-year statements) has 
fallen to only 2.56 per cent. and the ratio to investments to 8.2 per cent. The 
proportion of total published reserves to investments is down to a mere 4.2 
per cent.; moreover, a perceptible fraction of these reserves is now, under 
the Companies Act of 1948, held on share premium account, and cannot be 
used for such purposes as writing down investments. 

In the light of these figures, the maintenance of “‘ old custom ”’ in accounting 
through five years of such stress upon investment values appears as a quite 
extraordinary performance. It is apparent that the rate of allocation from 
current profits to the contingency accounts from which the depreciation was 
written off must have been high. One explanation of the scale of these pro- 
visions—made despite the steadily increasing pressure of operating costs, the 
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meagre margins from money market assets and Treasury deposit receipts, and 
the falling average return from advances through the greater part of the period 
—must have been the inordinately favourable bad debts experience, which 
before the war staked an important potential claim upon the inner reserves. 
So long as this experience seemed likely to endure, 1t was the more reasonable 
to make large inroads into inner resources in order to sustain the traditional 
accounting. But now that the risk of bad debts is rising, it is important to 
ensure that a full safety margin of inner reserves is available to provide for 
such contingencies, over and beyond the provisions specifically made for 
accounts that seem “ doubtful’’ at the moment. The losses that may be 
incurred here are real losses, comparable to realized losses on investments; 
and the need to provide amply for the risk that they may be incurred cannot 
be argued away by the pursuit of new principles of accounting. 

This need has grown larger at the very time that the strain from investment 
depreciation has intensified. The banks that have changed their practice have 
accepted the inexorable logic of events; whether or not they could have met 
the latest fall in investment values, in whole or in large part, from inner 
reserves, they have acted to keep these reserves freely available for other 
contingencies. It was not open to them to achieve this by the method used 
in 1931, of drawing openly on published reserves, for the decline in the ratio 
of these to the investment portfolio meant that even this latest half-year’s 
depreciation would have absorbed a large part of them, as Table I shows. In 
one instance the depreciation slightly exceeds the reserve fund (apart from 
Share Premium account), though it is covered if the end-December balance 
on profit and loss account is brought into the reckoning. The alternative of 
covering the depreciation partly from published and partly from inner reserves 
would have been equally inappropriate in the circumstances; there cannot 
be any assurance that the margin of depreciation will not widen further (though 
it has narrowed perceptibly since the date of the accounts). 

Necessarily, this discussion has focused almost exclusively upon the banks 
that have changed their practice, though the broad influences to which they 
have been subject over the past five years have of course affected the other 
banks as well. These other banks, not unnaturally, take pride in the fact 
that they are maintaining the tradition; and it would be unprofitable to 
speculate now about the possibility that they might change their practice in 
future. Some of them, at least, would probably say that they have no intention 
of doing so. It would be invidious, too, to try to draw conclusions from com- 
parisons between the two groups; to suppose, for example, that a bank that 
has not disclosed any depreciation has necessarily managed its investment 
portfolio more successfully than the tradition-breakers have done, or that it 
has a larger proportion of inner reserves; or, on the other hand, that it views 
the future more optimistically and is therefore the more prepared to allocate 
these reserves to provision for investments. One specific point, however, does 
help to explain the lack of unanimity among the “‘ Big Five’’. The bank that 
is out of step with its fellows (or should one say the only bank that has kept 
in step ?), the National Provincial Bank, has a higher-than-average ratio of 
disclosed reserves to its deposits, and, in addition, has a substantially below- 
average ratio of investments to deposits—in consequence of the fact that the 
special nature of its business keeps its advances ratio much above average. 
As a result, its ratio of disclosed reserves to investments is almost half as 
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large again as that shown by its fellows. This fact alone, illustrative of the 
kind of special internal conditions that can influence a particular bank’s 
position, demonstrates the unwisdom of trying to draw too fine a conclusion 
from the limited facts available. 

Meanwhile, it is clear that at the end of this year all the banks—those 
that have stood by the old tradition as well as those that are creating a new 
one—are likely to be able to transfer substantial sums to inner contingency 
accounts out of their net current earnings, since these should be considerably 
higher in 1952 than they were in 1951. Unfortunately, however, the trend 
for the future is less satisfactory. It will be seen from Table IV that, thanks 
to the steady increase in advances up to last November and to the funding 
operation then, the average level of the main earning assets was considerably 
higher in the first half of this year than in the first half of last; in addition, 
of course, the current yield from all assets has been greatly increased. Against 








TABLE IV 
HALF-YEAR 
ENpD-]JUNE COMPARISON AVERAGE COMPARISON 
Average of Change on 
June, June, Change on Jan.-June, Jan.-June, 
1951* 1952* Month Year 1952* 1951 
{mns. {mns. émns. {mns. {mns. fmns. 4 
Deposits a .. 6166.7 6064.3 +161.6 —102.4 5991.0 —139.4 -— 2.3 
‘Net’ Deposits f .. 5919.7 5816.9 +120.3 —102.8 5701.3 —134.2 — 2.3 
Cash .. es ‘a 501.2 504.4 + 13.8 + 3.2 500.1 - 6.5 - 1.3 
&.I3 8.32 8.35 
Call Money .. - 593-7 530.9 + 19.2 — 56.9 537-3 — 21.0 — 3.8 
9.6 §.9 g.O 
Treasury Bills — ( 980.9 +147.5) 782.3 ) 
| 1172.4 16.2 L 79.2 | 
r a ae >—105.0 > —-377.5 —28.¢ 
Other Bills... pa ie 83.6 —- 18.3 f 144.2 | 377-5 4 
J L I.4 J a a | 
l.D.R.s ibs - 290.0 = — — 290.0 13.3 280.2 —95.6 
4.7 — 0.2 
Investments .. .. 1550.4 1917.0 — 15.3 +366.6 1930.0 + 388.5 +25.1 
25.1 31.6 32.3 
Advances as .. 1881.8 18600. 2 —- 30.4 — 21.6 1915.7 159.5 + 9.1 
30.5 30.7 32.0 


* Italic figures beneath assets totals are percentages of published deposits. 
7 After deducting items in course of collection. 


this, however, the banks are now paying interest at 2 per cent. on deposit 
accounts, compared with # per cent. in the early part of this year and with 
3 per cent. throughout practically the whole of 1951, and, as was to be expected, 
this increase in the deposit allowance has already led to a marked switch 
from current to deposit accounts: between mid-March and June 30 the 
clearing banks’ “‘ deposit and other accounts’”’ rose by no less than {181 
millions (compared with a fall of {19 millions in the corresponding months of 
1951), while current accounts fell by £4 millions (compared with an increase 
of {112 millions in the corresponding period last year). In addition, while 
bank charges and commission rates have risen, the volume of business on 
which such commissions can be earned (especially foreign business) has recently 


been falling quite rapidly, while salary and other costs continue their relentless 
increase. 
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The Shee to Credit Restraint 


"Tite human race, to which so many of my readers belong ’’, wrote 








Mr. G. K. Chesterton in the preface to his Napoleon of Notting Hull, 

“has been playing at children’s games since the beginning. ... One of 
the games to which it is most attached 1s called Cheat the Prophet. The 
players listen very carefully and respectfully to all that the clever men have 
to say about what is to happen in the next generation. The players then 
wait until all the clever men are dead, and bury them nicely. They then go 
and do something else ”’. 

Most of the economic prophets who declared that this country could 
never again derive any benefit from an orthodox monetary policy are, happily, 
not yet dead. Some of them have not even lain down. But few of those 
who read the clearing banks’ mid-1952 accounts, which show the effects of 
the first full half-year of revived monetary discipline, can doubt that the old 
game of cheating the prophets has been successfully carried through again. 
The accounts show that in the first six months of 1952 clearing bank advances 
fell by just under {71 millions; this compares with increases in advances by 
{238 millions in the first half of 1951, £125 millions in the first half of 1950, 
and £70 millions in the first half of 1949 (a period of moderate recession). 
In addition, the banks’ commercial bill portfolios fell by £973 millions in the 
first half of 1952, and their investment portfolios (on the methods of valuation 
described in the preceding article) fell by £483 millions. 

The consequent credit squeeze has been very widely felt throughout 
industry; it has had its impact not merely upon the level of stocks, but also, 
and significantly, upon all other forms of current business expenditure. So 
long as industry could raise all the money that it needed for essential stock 
building from the banks, it was inevitable that business expenditure out of 
before-tax income should rise in the post-war years; each successive increase 
in profits tax and income tax tended to make the cost of marginal additions 
to business expenses seem less severe. It is only since the credit shoe began 
to pinch that there has been any real reaction towards husbanding available 
internal funds for the more essential purposes that used to be legitimately 
financed out of bank loans. 

The quarterly classification of bank advances published by the British 
Bankers’ Association in May (and reproduced on page 123) suggests that few 
major industries can have escaped from this new compulsion—or from the 
approaching shadow of it. Only six of the twenty-five groups there classified 
showed significant increases in bank borrowing between November and May. 
The rearmament-affected engineering and iron and steel groups increased 
their borrowing by £36 millions in this period, the food, drink and tobacco 
group by £194 millions, and public utilities other than transport by {10} 
millions (but this was before the completion of repayments of advances out 
of the recent Electricity Loan); rather surprisingly the cotton industry also 
increased its borrowing, by {£6 millions. Against this, there were notable 
reductions in borrowing during these six months by the giant personal and 
professional group (£253 millions), the “ other financial ’’ group (£11 millions), 
local government (£13 millions), retail trade (£11 millions) and wool (£7 
millions). The other groups in the classification showed smaller declines or 
increases, but in most of them, perhaps especially agriculture and building 



























THE THREAT TO CREDIT RESTRAINT 








and contracting, new borrowing was very much below the seasonal trend. 

The questions that need to be asked after the publication of the mid-year 
accounts and of the May classification of advances are, therefore, not whether 
but why monetary policy has been effective in the last nine months, and— 
more important and more ominous—whether it will continue to be as effective 
in the months ahead. The factors that will determine the answer to this vital 
second question can best be understood against the background of the answer 
to the first. 

There have been two main reasons for the striking success of the new 
monetary discipline in the past nine months. The first, and most obvious, is 
that the combined effect of last November's funding operation, of the flexi- 
bility introduced into the money market by the knowledge that the special 
buyer no longer stands ready to pump limitless new credit into the economy, 
and of the general rise in interest rates following the two increases in Bank 
rate, has been to bring about a sharp reduction in the banks’ willingness to 
lend. Before the holocaust of the old system last November the banks were 
rigidly complying with the terms of successive Treasury “ directives’’ on 
lending policy, but no system of restraint by crude quantitative measures and 
official directives, whether compliance with them be statutory or voluntary, 
can be as effective as restraint that is motivated by a bank’s concern for 
maintenance of its liquidity. This is a lesson that should have been learned 
some time ago from post-war experience in such countries as Australia and 
the United States. Britain’s experience in the past nine months has merely 
reiterated this lesson—although there are signs that not all statesmen and 
outside analysts have fully assimilated it. 

There is, however, a second reason why orthodox monetary policy has 
proved so successful in Britain. The events of the last nine months seem to 
have shown that a rise in interest rates at a time of crisis can have a greater 
effect upon borrowers than most people had assumed. The amount of invest- 
ment that is rendered unprofitable by a I or even 2 per cent. rise in borrowing 
rates may be relatively small; but the amount of investment that will be 
postponed when industrialists believe that borrowing rates are I or 2 per cent. 
above the rates that they will be able to command in more “ normal”’ years 
is Clearly very large. It is partly for this reason that the volume of fixed 
interest flotations on the capital market in the past six months, after the 
attempt and failure of certain large concerns to float short-term debentures 
last autumn, has been smaller than was generally anticipated; part of the 
expected spate has been replaced by rights issues of equity shares, but part of 
it has simply not taken place because the underlying investment is being 
postponed. 

It is against this background that the Government will have to formulate 
its monetary policy for the second half of 1952. The two essentials are, 
first, that the banks should not be let on to a looser leash through any notable 
increase in their liquidity; and, secondly, that market rates of interest should 
remain high enough to encourage industrial concerns to continue to postpone 
their real investment schemes—until such time as more real investment can 
be afforded by this country. It is becoming increasingly possible that positive 
new steps may have to be taken in the monetary field if these objectives are 
to be achieved, for the implications that arise from the recent alarming increase 
in bank liquidity cannot be ignored. 
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As our usual monthly table on page 121 of this issue shows, the clearing 
banks’ combined liquidity ratio (that is, the ratio of cash, call money, and 
bills to total deposits) had fallen from 33.2 per cent. at the end of December 
to a low point of 31.6 per cent. in April, but rose again to 34.7 per cent. by 
the end of June. The rapid rise in liquidity ratios since the end of the 1951-52 
financial year has been due to the fact that Government borrowing from the 
banking system (as measured by the movement in the clearing banks’ holdings 
of cash, call money, Treasury bills and the recently suspended Treasury 
deposit receipts) has been increasing very sharply, even though bank finance 
for the private section of the economy (as measured by the movement in 
advances, investments and commercial bill portfolios) has continued to fall. 
The heavy Government borrowing in the past three months has already 
wiped out the customary seasonal repayment of its indebtedness in the peak 
tax-gathering quarter between January and March. Over the six months to 
June as a whole, while bank finance to the private sector ran down by £217 
millions, net Government indebtedness to the banking system remained 
practically unchanged—in fact, on the method of measurement explained 
above, it actually increased, by just under £2 millions; in the first six months 
of 1951, by contrast, the clearing banks’ advances and investments rose by 
£260 millions while their holdings of cash, call money, bills and Treasury 
deposit receipts fell by £439 millions (despite a probable small rise in com- 
mercial bills in this period). In other words, in net terms, the private sector 
of the economy secured at least £477 millions less, while the Government 
secured at least £441 millions more, new finance from the banking system in the 
first half of 1952 than in the first half of 1951. The fall in net deposits in 
the first half of 1952, at some £218 millions, was therefore £36 millions greater 
than in the first half of 1951. 

The contrast between the Government's failure to make any net repayments 
of indebtedness to the banks in the first half of 1952 and its net repayments 
of over £440 millions in the first half of 1951 is readily explained by the 
deterioration of its budgetary position and the greater net redemptions of 
Tax Reserve Certificates. The Government’s receipts from the sterling 
counterpart of the external deficit were probably about the same in both 
half years (at approximately {100 millions), but in the first half of 1952 its 
overall budget surplus was £327 millions lower (at exactly {100 millions) 
and net redemptions of Tax Reserve Certificates {150 millions greater (at 
{191 millions). Net repayments of small savings and defence bonds also 
seem to have been about £65 millions greater than in the first half of 1951, 
but, against this, the rapid growth of the active note circulation has generated 
more central bank finance for the Government. It may be noted, incidentally, 
that the—admittedly incomplete—figures available for comparing the Govern- 
ment’s cash needs with its visible sources of finance do not suggest that there 
was any marked switch from current financing of the Government to gilt- 
edged holdings within the “ departments ”’ (including the Bank of England) 
during the first six months of 1952 as a whole; this is at some variance with 
the fact that the “ departments ”’ are known to have taken up a large part 
of the B.E.A. loan issued in April and that they must therefore have made 

some net switches out of floating debt holdings in preparation for the successive 
calls on the loan since then.! 
It will be seen from Table IV on page 71 that the switch in bank lending 
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from the private sector to the Government reached its peak in the five and 
a half weeks immediately before June 30; in this period the clearing banks’ 
advances fell by over £30 millions, their commercial bill holdings by over 
£18 millions, and their investments by over £15 millions, while all other 
assets (reflecting bank lending to the Government) rose by over £180 millions. 
In consequence net deposits rose by more than £120 millions in the period 
compared with a rise of less than £72 millions in the same period of 1951. 
It should be noted that {£45 millions was called on the B.E.A. loan in 
June; part, if not all, of the £30 millions fall in advances during the month 
may therefore be accounted for by repayments to the banks by the electricity 
authorities, while the calls may also account forsome of the increased Govern- 
ment borrowing during this period (if the ““departments’’ were switching out of 
floating debt to meet their share of the £45 millions). This special reason for 
a switch in bank assets (and an increase in bank liquidity) during June, however, 
does nothing to explain the upward leap in net deposits—the biggest move- 
ment in a single month since the short-lived period of hot money inflow in 
October, 1950. For this rise in deposits the growth of the Exchequer deficit 
is mainly to blame. 

As an editorial note on page 59 pointed out, there is some reason to 
suppose that the recent heavy scale of the Exchequer’s cash deficit has 
been due to exceptional circumstances, while the belated offer of a new and 
higher yielding Tax Reserve Certificate (and also of a new Defence Bond) 
may relieve the Government from the need of leaning so heavily upon bank 
finance in the near future. On the other hand, the time is fast approaching 
when the shortest dated of the Serial Funding Stocks, which matures in 
November, will become virtually a liquid asset in bank portfolios, and it is 
also greatly to be hoped that Government receipts from the sterling counter- 
part of an external deficit will be lower in the second half of this year than 
they were in the first; certainly they will be lower than in the second half of 
1951—unless disaster overwhelms the whole national economy. 

In these circumstances the Government would do well to consider whether 
special measures may not now be necessary to prevent the banks’ liquidity 
from increasing. The most obvious measures, apart from a gradual tightening 


of the special buyer’s operations in the money market, would be to raise 


finance for current operations either by selling existing departmental holdings 
of gilt-edged on the open market or by floating a new funding issue; such 
measures would also have the advantage of nipping any irrational improvement 
in gilt-edged in the bud. If any decision were taken to make a real move 
towards convertibility, some still more dramatic demarche might have to be made. 

There are thus a bewildering number of indicators that the market should 
watch in the months ahead; the level of the gold reserves (now to be announced 
monthly), the trend of Britain’s and the Dominions’ overall balance of pay- 
ments (as indicated by the monthly trade returns), the scale of the Exchequer’s 
deficit and its effect on the banks’ liquidity, the response of the banks’ lending 
policy to any changes in that liquidity—all these have become more important 





pointers for the stock markets than they have been in previous post-war 
years. Any analysis of the mid-year banking figures reveals cause for satis- 
faction about the successes attained by monetary policy in the recent past, 
a it most certainly does not reveal any cause for complacency about the 
uture 





least of all so far as the gilt-edged market is concerned. 
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What is “Full Employment” ? 
By E. Victor Morgan 


HE words “ full employment ” have become commonplace in recent 
ie but few people could say precisely what they mean. This might 

not matter so much if it were not for the need to translate ‘‘ full employ- 
ment ’’ into policies, but governments are pledged to maintain this nebulous 
though supposedly happy state, and a United Nations team of experts has 
recommended that members set up targets—statistical specifications of full 
employment—which they will strive to fulfil. This seems rather rash—one 
does not draw up engineering specifications, for example, without knowing 
the function of the structure and the stresses to which it will be subject—and 
it may be highly dangerous. Indeed, it is the pursuit of distorted ideals of 
‘full employment ”’, by economists, politicians, trade unionists and the 
‘informed ”’ public generally, that has done more than anything else to create 
the inflation of the past seven years. 

In a theoretical model operating without frictions, the definition of “ full 
employment ”’ would be easy enough; it would simply be the equilibrium 
condition 1n the labour market and could be put in words such as “All workers 
who desire to work at a given wage rate should be able to do so ’’. Full employ- 
ment would simply mean zero unemployment. Everyone knows, however, that 
zero unemployment would be impossible in a real society, and the difficulties 
of definition arise when the attempt is made to define ‘* full employment ”’ in 
terms that allow for the frictions of the real world. 

The most famous of such definitions is, of course, that of Lord Beveridge 
in his Full Employment in a Free Society—‘‘ having always more vacant jobs 
than unemployed men’”’. This is the condition that has actually obtained 
recently, and many economists have pointed out that a situation in which 
there are more unfilled jobs than unemployed men 1s very likely to be infla- 
tionary. Some, including the present writer, have preferred ‘“‘ as many unfilled 
jobs as unemployed men”’, but further reflection suggests that neither of 
these definitions is really relevant and that, surprising as it may seem at first 
sight, the relationship between the number of jobs vacant and the number of 
unemployed men forms no basis at all for a rational definition of full employ- 
ment, or of equilibrium in the labour market. 

An analogy may make this clear. It is an analogy that sounds very steel- 
hearted and that most men of goodwill may at first instinctively reject. But 
it is important, when defining the aims of policy, to discuss the purely economic 
considerations first, and only then to introduce the second—though equally 
important—considerations of personal (as distinct from community) welfare. 
The analogy is between the labour market and a commodity market, with the 
unemployed forming a stock of labour closely analogous to the stock of any 
other commodity, say, shirts. No one would think of defining equilibrium in 
the shirt-making industry in terms of “‘ more shirtless men than unfilled 
shirts ’’, and the case is exactly the same for the labour market. The proper 
economic criterion is the same in each case: the rate at which shirts are coming 
into the shops or men into the labour market on the one hand, and the rate 
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at which shirts are being sold or new jobs created on the other. It is the 
relationship between supply and demand in this sense that determines whether 
a market 1s in equilibrium or not. 

How does this idea help towards a definition of full employment ? Obviously, 
it can be defined in terms of statistics only if the figures tell the whole truth 
and nothing but the truth. There are many reasons why the present Ministry 
of Labour figures do not do this. But this article is concerned with general 
principles and not with methods of gathering statistical information, and for 
this purpose 1t may be assumed that all unemployed register and all vacancies 
are notified at the exchanges; also that only genuine vacancies are notified 
and that no one registers who is not “* genuinely seeking work ”’. With these 
assumptions, let us take a simple numerical example. Suppose that new 
registrations Of unemployed and notification of new jobs are both taking 
place at the rate of 50,000 a week, and that the average period between a 
person's registering as unemployed and finding a new job is four weeks. In 
such a community, there will obviously be at any time 200,000 unemployed, 
and this figure will be stable. It does not, however, at all follow that there 
will be as many unfilled jobs as unemployed men. If this were to be so, the 
average interval between notifying a vacancy and filling it would have to be 
the same as the interval between registering as unemployed and finding a 
new job, and there is clearly no reason why this should be so. Indeed, the 
present practice whereby an employer frequently interviews several candidates 
before engaging one of them would suggest that normally it takes an employer 
less long to fill a vacancy than it takes an unemployed worker to find a job. 
[f this is so, stability will imply the existence of more unemployed than unfilled 
jobs, and “as many unfilled jobs as unemployed men” would be a sign of 
inflation, with the defining condition favoured by Lord Beveridge being still 
The real point, however, is that the relationship of the number of 
unemployed and the number of unfilled jobs depends on the methods of 
registration and recruitment and has nothing to do with stability in the total 
level of unemployment. 


OTe SO. 


To revert to the numerical example, two things may bring about a change 
in the number of 200,000 unemployed a change in the relationship between 
the rate of new registrations and the rate of creation of new jobs, and a change 
in the degree of difficulty of passing from one job to another. 

The most important influence on the first of these is the rate of spending 
of the community. Assuming, for the present, that prices remain constant, 
then the rate of spending should increase by just enough to absorb the increased 
output made available by the growth of the labour force and by increases in 
productivity. If it rises less fast than this, some output will be unsold, workers 
will be discharged at a greater rate than new vacancies will be appearing and 
unemployment will increase. If total spending rises faster than production, 
then the opposite tendency will occur and sooner or later the assumption of 
price stability will break down, and inflation will set in. It is the aim of full 
employment policies to regulate the rate of spending so as to keep it in a 
proper relationship with the growth of output. It therefore seems reasonable 
lo suggest that the criterion of success for such policies should be the preserva- 
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tion of equality between the rate at which people are becoming unemployed 
and the rate at which new jobs are becoming available; not the preservation 
of equality—or any other relationship—between the number of unfilled jobs 
and the number of unemployed. 

But changes in the number of unemployed can also occur through differences 
in the facility of movement from one job to another, and this in turn will 
depend upon the type of economic change that is going on. Suppose that a 
community regulates its level of spending in the way that has been suggested, 
but that it goes in for a rearmament programme that involves curtailing demand 
in the textile industry and expanding it in engineering. Most of the new 
registrations will be unemployed textile operatives, while most of the vacancies 
will be for jobs in the engineering trades. The resulting change is much more 
drastic than a worker is normally called upon to make when changing his 
employment, and there is sure to be an increase in the average time interval 
between losing one job and getting another. This alone would increase the 
number of unemployed, but, in addition, there will probably be an increase 
in the number of new registrations and a corresponding increase in the number 
of new vacancies per week. 

This is only one example of many types of frictional change, and these 
have nothing to do with a deficiency in total spending. To increase the total 
rate of spending in the hope of avoiding this sort of rise in unemployment 
would merely create inflation in some sectors of the economy while leaving 
unemployment in others. It is, therefore, important to distinguish between 
the unemployment that should and that which cannot be controlled by an 
appropriate regulation of the rate of spending. The criterion of equality 
between the rate of new registrations and the rate of notification of new 
vacancies does this, whereas both a “ target ”’ figure of the total number of 
unemployed, and a relationship between the number of unemployed and the 
number of unfilled jobs fail to do so. There remains the more difficult problem 
of what level of unemployment one should try to stabilize. Theoretically, one 
could stabilize a rate of spending corresponding to any level of output and 
employment—and therefore unemployment—that was thought desirable, and 
it is necessary, therefore, to decide how big the stock of unemployed labour 
should be. This involves a consideration of the proper functions of a stock, and 
again the analogy of a commodity is applicable. The stocks of shirts in the 
hands of wholesalers and retailers act as shock absorbers that take up short- 
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run inequalities in demand or supply, and they allow the precise matching in 
space, time and quality of supply to demand. 

In the case of the labour market, inequalities in supply and demand—in 
the rate of new registrations and the rate of occurrence of new vacancies: 
imply lapses from perfection in stabilization policies. No one has supposed 
that such policies could be perfect, and it is therefore desirable to have a 
shock absorber. If a community tried to stabilize at a point of near zero 
unemployment, it would find that—quite apart from all the other difficulties 
of such an attempt—each accidental and short-run excess of spending would 
cause a sharp Jump in prices, and the cumulative effect of such jumps would 
almost certainly wreck the stabilization policy. Hence, from this severely 
practical point of view alone, there is a case for some stock of unemployed. 

People in Britain have had bitter experience not so long ago of the waste of 
time and effort and the loss of comfort and temper that ensue when the stock 
of shirts is so reduced that we cannot find one to fit, at the time we want to 
buy and in the place where we happen to be. Industry suffers in exactly the 
same way when the stock of unemployed is so depleted that it 1s impossible to 
find the right man for the right job. Management is forced to devote time and 
energy to recruitment problems that ought to be spent on other things; workers 
ina continuous process may be held up for lack of a ‘‘ key’ man; unsuitable 
workers will be taken on as a last resort, with consequent loss of efficiency ; 
shortage of men in one job will lead to shortage of materials for another, and 
workers there may work slowly in order to avoid exhausting their supplies and 
working themselves out of a job—a habit with very serious consequences for 
industrial discipline generally. Thus the efficiency of management and the 
productivity of workers may be greatly reduced by an undue depletion of the 
stock of unemployed labour. All these are things of which, again, we have had 
plenty of experience recently. 


IMPLICATIONS FOR POLICY 


The existence of a stock of people out of work undoubtedly raises, in this 
indirect way, the productivity of the rest who are in work. On the other 
hand, the community loses the direct fruits of their work, and great personal 
hardship may be involved for those who are unemployed. A rational policy 
will attempt to adjust the size of the stock—in the labour market as in a 
commodity market—so as to balance these advantages and disadvantages. 
The big difference between labour and any other commodity is, of course, in 
the personal element. Although all goods are produced by persons and a change 
in any commodity market will obviously affect the persons producing the 
commodity, it is only in the labour market that this effect is direct and imme- 
diately visible. Let us therefore try to put this in its proper perspective first. 

The grievous sufferings of the inter-war period—which have charged the 
Whole subject with so much emotion and made rational argument so difficult 
—arose from the concentration of unemployment in certain industries and 
certain areas, which meant that some people had to suffer very long periods 
of unemployment, together with an inadequate system of allowances. If 
unemployment is moderate in amount and evenly spread, the picture is very 
different. The second criterion to which attention should be given is therefore 
the average duration of unemployment and the distribution about the average. 
An increase in the average will be a normal consequence of any sudden economic 
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change, but all such movements need watching, and any that cannot be 
explained by transient causes require the consideration of special measures to 
increase the mobility of labour. The appearance of “ hard cores” of long- 
term unemployment in particular industries or areas undoubtedly calls for 
special treatment, and this is now generally reco; gnized. 

The unemployed person ‘ genuinely seeking work who forms part of a 
stock of labour deliberately maintained is contributing to the total production 
of society as effectively as if he were actually in work, and there is no reason 
in justice why he should not receive the same pay. Iexpedieney will dictate, 
as a safeguard against malingering, that unemployment allowances should be 
somewhat below carnings, but a society that succeeded in stabilizing employ- 
ment at an optimum level could afford to be generous to its unemployed. 
Furthermore, the risk of unemployment may eventually be discounted in the 
market, so that occupations with a more than average risk get higher earnings 
than sunilar occupations that are more secure. 

A society that thus reduced the personal hardships and injustices of un- 
employment to a minimum could properly concentrate its attention on adjusting 
its stock of labour so as to balance the direct loss and the indirect gain in 
production. It is impossible to measure cither gain or loss precisely, so that 
the balance will alwavs be a rough and ready one, and the size of the optimum 
stock will vary with the amount of change that is going on. It would be folly, 
therefore, to attempt to fix a given number or percentage of unemployed as 
the “ full employment ” target at which to aim. It is, however, a feature of 
the indirect effects of a change in the stock of labour that they are modest 
when the stock is above a certain point, but that they grow in importance very 
rapidly as it is reduced below that point. The “ certain point ” will be a 
variable one, but it can be fairly casilv recognized by the emergence, in a 
number of industries stmultaneously, of acute difficulties in getting the right 
man for the right job. This will be a sure sign that the stock is too low, and 
the aim should be to stabilize just short of this point. 

There are, however, two further important qualifications that must be 


ORION 


INSURANCE COMPANY LIMITED 
MARINE - FIRE + ACCIDENT 


Head Office: 
70-72 KING WILLIAM STREET, LONDON, E.C.4 
Vfarince Office: 


10-11 LIME STREET, LONDON, E.C.3 


Telephone: MANSION HOUSE 4567 Cables: STARGRAM, LONDON 















































WHAT IS “FULL EMPLOYMENT ”’? 


| TH 
| — 





made. So far it has been assumed that prices remain stable when the rate of 
spending 1s regulated in an appropriate manner. This implies that wages rise 
only in so far as there is an increase in productivity, or as the unions can 
persuade managements to bear a reduction in their profits. If unions insist 
upon pressing claims beyond this point, the government is in a dilemma. If 
it continues to keep total spending at its old level, this will be insufficient to 
buy up all of current production at the enhanced cost, and unemployment will 
rise above the desired figure until wages and prices come down again. If it 
wishes to stabilize unemployment, it must allow increased spending and let 
the price rise go unchecked. The consequence of the second policy will be a 
tendency to a cumulative inflation, with all its injustices to those in a poor 
bargaining position and, probably, with untoward repercussions upon the 
balance of payments. No government could countenance this sort of thing 
indefinitely, and it must be made clear to the unions, in the words of Mr. 
Gosta Rehn: “ that the State guarantee of full employment is not unconditional, 
and that it does not imply that the State will always counteract the effect of 
wage increases on employment ’’* 

This, however, will raise very great political difficulties. If the Government 
is not to abandon employment stability altogether and concentrate fiscal and 
monetary policy purely upon stability of prices, it will have to decide what 
wage claims are reasonable, and what are unreasonable. Thus, the State would 
become implicitly if not overtly a party to wage negotiations and might even 
have to “‘ make an example ” of a union by announcing its refusal to create 
purchasing power to maintain a wage increase, and publicly blaming the union 
concerned for any unemployment that might result. This would obviously 
raise immense complications but, fortunately, the sphere of wages policy is 
outside the scope of this article; in pursuit of the more humble task of seeking 
out the meaning of “ full employment ’’, it need only be pointed out that the 
State may at times find it necessary to accept—in the interest of price stability 
—a higher level of unemployment than would otherwise be thought desirable. 

Finally, there is the question of the foreign balance. Suppose that a com- 
munity, in which employment has been stabilized and foreign payments 
balanced, suffers an adverse technological change or a tariff increase by a 
customer country. There will be a deficit in the balance of payments and 
unemployment in the export industries. This situation cannot be met by an 
increase in domestic spending. A temporary palliative may be sought in 
import restrictions, but the only real cure is the development of new exports 
and the diversion of domestic demand from imports to home-produced goods, 
and these processes will in due course provide new jobs for the unemployed. 
An increase in domestic spending would prevent this re-allocation of resources 
and aggravate the deficit by increasing the home demand for imports and 
pre-empting potential exports. A moderate reduction in prices in the exporting 
country would greatly help the adjustment, but if prices and wages are rigid 
and the deficit persists, it may be necessary to devalue the currency. This, 
however, should not be lightly undertaken; numerous changes in the value of 
a currency are a great evil in themselves, and it may be better to accept some 
short-run fluctuation in employment due to international causes rather than 
frequent fluctuations in exchange rates. 


* Gosta Rehn in Wages Policy under Full Employment, ed. R. H. Turvey. p. 43. 
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The argument can now be summed up. It is illogical to take either a given 
unemployment rate or a relationship between the total number of unemployed 
and of recorded vacancies as a criterion of “ full employment ’’. Instead, it is 
necessary to distinguish between stability and the level at which it is desired 
to stabilize. The criterion for stability—so long as overseas payments remain 
in balance—is equality between the rate of new registrations and the rate of 
appearance of new vacancies; and monetary and fiscal policy should be 
directed to preserving this equality. When, however, an increase in the rate 
of registrations and the number of unemployed is associated with a deteriora- 
tion in the balance of payments it cannot be countered by an increase in 
domestic spending, and must be met by a re-allocation of resources brought 
about through price adjustments or, in the last resort, by a depreciation of the 
currency. The optimum level of unemployment at which to stabilize should be 
determined in the main by a balance between the direct loss to production 
through making less than full use of resources, and the indirect gains in efficiency 
from having a reasonable stock of labour—though a level of unemployment 
greater than this may be needed (at least temporarily) if it is desired to defend 
price or exchange stability. Finally, the hardship of unemployment should be 
reduced to a minimum by close attention to its duration and by special 
measures—many of which are already in operation in Britain—to combat long- 
term structural unemployment. 

If these meditations have any foundation, they are very relevant to 
Britain’s present difficulties. During the past few years we have been led 
away by false ideas of what full employment is, and this has prevented the 
emergence of a climate of opinions in which rational policies are politically 
possible. The stock of labour has been reduced far below the point at which 
indirect losses exceed direct gains, and this level of employment has been 
sustained in the face of wage increases by an expansion of domestic spending 
power at the expense both of price stability and the foreign balance. Now we 
are in the middle of a great industrial conversion made necessary by rearma- 
ment and the changing export situation. This would, in any case, lead to an 
increase in unemployment, yet when a modest increase becomes apparent, we 
at once have prophecies of a slump, demands for tax reductions and other 
means of stimulating spending, and howls of abuse at the Government for 
‘creating unemployment ”’. 

Some increase in the number of the unemployed at present is not a bad 
but a good sign, though the process needs watching to ensure that the unemploy- 
ment is not unduly concentrated on one industry or area. So long as this 1s 
done, there is no need to mention or even think of “ target ’’ figures of a 
proper number of unemployed. At present there is no doubt that, in most 
industries, it is still unreasonably difficult to get the right man for the right 
job and, so long as this is so, a general increase in unemployment will bring 
more gain than loss. As soon as that ceases to be so, the stabilizing devices 
should be brought into action, and fiscal and monetary policy should be 
vigorously directed to securing and maintaining equality between the rate 
of new registrations and that of creation of new vacancies. A government that 
acted in this way would not be abandoning but rationally pursuing a “ full 
employment ”’ policy. 






























How Convertible is Sterling ? 


N the great debate on whether, when and how sterling should be made a 

convertible currency, one argument recurs with great persistence. ‘‘ There 

is no reason, say the sponsors of an early dash for freedom, “‘ why con- 
vertibility should be delayed. All sterling that accrues into non-residents’ 
hands is in effect already convertible, but at rates and under conditions that 
bestow the minimum of benefit and the maximum of disadvantage on Britain 
and the sterling area ’’. Since a great deal more will be heard of this argument 
and since it may, in fact, play a decisive part in any eventual official decisions 
on this question, it is desirable to subject it to closer analysis than it usually 
receives. 

It will be best to begin by setting out a clear definition of what “‘ conver- 
tibility "’ means in the context of the present discussion. Fortunately, there 
is a precedent to which reference can be made. It will be recalled that when 
sterling was made convertible in July, 1947, the only alteration that was 
called for in the technique of exchange control was to widen the range of 
transferability of sterling held on “ transferable ’’ accounts, so as to include 
transferability to American accounts. Sterling held on a transferable account 
can be used for current payments to any other transferable account or, of 
course, within the sterling area; and such accounts with non-sterling countries 
were set up by the British Exchange Control where it was satisfied that the 
overseas authorities concerned could ensure that only sterling accruing from 
current transactions would be credited to them. The only technical change 
that is envisaged by most advocates of convertibility in this country to-day 
is one similar to that made (and quickly reversed) in 1947; that is to say, it 
would, in principle, relate only to these accounts, and, therefore, only to 
“current ’’ sterling. It is not clear, however, whether they would regard it as 
possible or desirable to employ the same means as were adopted last time of 
regulating the amount of existing sterling holdings and of trying to prevent 
sterling accruing from capital transactions from seeping into these transferable 
accounts. 

It follows from this definition, of course, that the convertibility that is 
envisaged would apply only to non-resident sterling. Obviously enough, a 
British citizen, on the morrow of convertibility, would not be allowed to turn 
his current earnings into dollars in order to buy what he pléased in the American 
market. Similarly, an Australian holding a sterling balance in London would 
not be entitled to convert his sterling into dollars for this purpose; he could 
not obtain dollars unless he held a licence from the Australian authorities. 
The technical status of sterling area sterling balances would be the same as 
that of the balances of U.K. residents. 

Other countries would, however, find that sterling accruing to their nationals 
would be given the same rights of convertibility as now apply to sterling 
accruing to American accounts. Any sterling that finds its way into an 
American or Canadian account can already be converted automatically into 
United States dollars at the official market rate. In the case of Canadian 
accounts this convertibility is secured by the complete freedom with which 
Canadian and U.S. dollars can be exchanged in the market. The American 
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account facilities apply not only to the United States and its dependencies, 
but to Bolivia, Colombia, Costa Rica, Cuba, the Dominican Republic, Ecuador, 
guatemala, Honduras, Mexico, Nicaragua, Panama, the Philippines, Salvador 
and Venezuela. All these countries and their nationals already enjoy full 
convertibility. 

What, however, would be the effect of convertibility on other foreign 
holders ? It is sometimes said that at the moment sterling 1s convertible 
within the E.P.U. as well as the American account area, since Britain, having 
exhausted its quota with E.P.U., is now compelled to meet its deficits with 
member countries wholly in gold. There are, however, two ways in which this 
sort of convertibility differs from the sort of convertibility that is envisaged 
by those who wish to set the pound free. In the first place, although a deficit 
with, say, Belgium is now just as bad for Britain as a deficit with the United 
States—because this country has to meet the whole deficit by gold transfers 
to E.P.U.—a surplus with Britain is not just as good for Belgium as a surplus 
with the United States; under present E.P.U. arrangements Belgium receives 
payment for only half its surplus with Britain in gold, and has to meet the 
other half by extending credit to the Union. If sterling were made convertible, 

a sterling surplus would become as desirable to Belgium as a dollar surplus, 
ae if any of its present import restrictions spe cifically discriminate against 
dollar purchases in favour of sterling purchases, it could then painlessly lift 
them. This might have an adverse effect on Britain's balance of payments. 
Secondly, Britain’s obligation to pay gold to E.P.U. in respect of net sterling 
accretions by E.P.U. countries at present operates only at the point at which 
the sterling in question gets into a central banking account. The Belgian 
resident w ho has a sterling account cannot transfer that sterling to an American 
account and thus obtain dollars at the official market price; indeed, he may 
at the moment have some difficulty in selling the sterling to his National Bank 
against Belgian francs, since there are still considerable restrictions on the 
purchase of sterling by that institution. Any restoration of sterling converti- 
bility might therefore put some strain on Britain’s gold reserves by precipi- 
tating the transfer of some sterling at present held in private non-resident 
accounts either directly into dollars or into central bank balances where they 
could cause a gold loss to Britain. It is true that some of these private non- 
resident holdings of sterling can be converted into dollars already, by means 
of the cheap market for transferable sterling in New York, which is discussed 
below. But even if sterling were devalued to a rate below that at present 
ruling for transferable shetline i in New York, there would still be a risk that a 
restoration of full convertibility at that rate would lead to greater conversion 
of private non-resident balances than occurs by indirect methods now. 
Obviously, it cannot be presumed that all private holders are prepared to 
resort to such methods, and, in any case, in such countries as Holland they 
are at present held back from conversion into dollars via the free market 
by restrictions imposed by the Netherlands Bank, both in the Dutch interest 
and under the gentlemen's agreement between the Dutch authorities and 
the Bank of England (which the Netherlands Bank is genuinely seeking to 
enforce). Sterling convertibility would mean that restrictions of this sort 
would either be weakened or disappear. 

Some of the same considerations apply to sterling held outside the E.P.U. 
area that can be transferred, either automatically or with the permission of 
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the Bank of England, to the accounts of residents in the E.P.U. area. For 
example, Soviet Russia (which is in the transferable account group but outside 
E.P.U.) can at present finance purchases from, say, Norway (which is in both) 
by paying sterling to a Norwegian account. This Norwegian sterling is then 
cleared through E.P.U. and in existing circumstances it increases the British 
deficit with E.P.U. and has to be paid for in gold. Similarly, sterling held by 
‘bilateral account countries can be transferred at the administrative discre- 
tion of the Bank of England into the account of a resident in the E.P.U. 
territory. A wide measure of administrative transferability has been given to 
Japanese, Siamese and Middle Eastern sterling and some of this sterling is 
finding its way to E.P.U. countries and 1s thus costing Britain gold. Here again, 
however, the restoration of full convertibility might increase Britain's loss of 
gold by inducing these countries to drop discrimination against dollar pur- 
chases in favour of sterling purchases and by causing some conversion of 
private sterling holdings directly into dollars. 

In all the instances so far surveyed, the exchange of sterling for dollars or 
gold takes place at the official rate—whether through the full convertibility 
on American and Canadian accounts, or through the direct or indirect use of 
the special mechanism of E.P.U. Those who assert that all non-resident 
sterling 1s already ‘“‘ convertible (in the special and limited sense in which 
they use that term) rely also, however, on the fact that there is a wide range 
of transactions through which an exchange of non-resident sterling into gold 
or dollars can now be achieved at other than the official rates. The clearest 
example is the straightforward exchange of every conceivable variety of non- 
resident sterling into dollars at cut rates quoted in the New York and other 
exchange markets. There are daily quoted rates for Dutch, Tangiers, French 
and every other of the many varieties of sterling, and the turnover in these 
markets is large enough to offer the holder of such sterling the certainty of 
being able to change his pounds into dollars—at a discount. No serious damage 
would be done by these deals if the conversion were a mere financial transac- 
tion, in which the sterling in question were transferred from one non-resident 
holder to another. Unfortunately, however, it is not. The market in cheap 
sterling is fed by, and in its turn feeds, a multitude of commodity transactions 
generally referred to as ‘‘ shunting ’’ or “‘ switching’’. These have been des- 
cribed often enough in THE BANKER not to require detailed explanation here. 
Suffice it to say that this ‘“‘ cheap ”’ sterling is used to buy-sterling commodities 
that are then sold in dollar markets or for some other hard currency; the 
dollar proceeds are then used to repurchase the sterling originally spent in 
purchasing the commodities. Thus, the sterling sold in the cheap market is not 
merely transferred from one non-resident holder to another, but is removed 
from non-resident ownership and is transferred to the sterling area producer or 
merchant who sold the commodity that has made its way to the dollar market. 
The sterling ceases to be non-resident and becomes resident sterling. The 
sterling area is deprived of the dollar income to which it is entitled and which 
it would have secured if the transaction had been made direct. 

There are certain reservations to be made in this condemnation of the effects 
of commodity shunting. In so far as the transaction is based on European 
sterling, the potential loss of dollars to which it gives rise is balanced, in existing 
circumstances, by a reduction in the loss of gold that Britain would incur 
towards the E.P.U. Since Britain is now meeting its E.P.U. deficits as to 
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100 per cent. in gold, it might be said that Britain actually gains gold by 
shunting operations—the European sterling cancelled by cheap sterling sales 
being greater than the sterling represented by the lost dollar income converted 
at the official market rate. This, however, becomes sophisticated nonsense 
when it is advanced, as it sometimes is, as an argument for allowing things to 
continue as at present. It is nonsense for several reasons. In the first place, the 
reasoning depends on what, it is fervently to be hoped, are the temporary 
conditions in which Britain has to pay 100 per cent. gold on its deficits with 
Europe. Secondly, the argument ignores the permanent damage that may be 
caused to established channels of trade and to long-standing connections 
between British merchants and their customers in the dollar markets. Thirdly, 
it pays no heed to the deterioration in the terms of trade that cheap sterling 
transactions involve. If shunting takes place on any considerable scale it is 
tantamount to a devaluation of sterling in terms of dollars to the level at which 
these transactions take place—but with the significant reservation that the 
incidental profits of that devaluation are in large part netted by the foreign 
merchants who shunt. It is true that part of these profits is made at the 
expense of other foreigners, but part of them is made at the expense of British 
merchants who are undercut in dollar markets. This leads to consideration 
of a final reason for deploring shunting. By injuring the interests of British 
merchants it is bound to undermine the moral support that they are prepared 
to give to sterling exchange control. No control, least of all the control of an 
international currency such as sterling, can succeed without the fullest co- 
operation of the traders to whose activities it applies. This readiness to 
co-operate must be weakened when the operations of that control so obviously 
offer loopholes through which competing firms abroad can secure advantages 
that sometimes allow them to beat the sterling area sellers with their very 
own goods in competing for the custom of the dollar market. The technique 
of these shunting operations has been greatly refined and continues to improve. 
One sign of this has been the astonishing strength of the rates for various types 
of transferable and bilateral sterling in the past few months, in a period when 
the rate for sterling in the official market has been under obvious pressure. 
It is quite clear that these operations now provide a wide measure of “ con- 
vertibility ”’ for sterling at cut rates. 
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When all these factors are taken into account, the scope for convertibility 
of non-resident sterling appears to be considerable. But it is not a homo- 
geneous convertibility, and there is no doubt that if full rights of conversion 
into dollars were accorded to all currently accruing sterling in non-resident 
(i.e. non-sterling area) accounts, a bold step would have been taken that would 
amount to much more than the recognition of an existing situation. In the 
first place it would make such sterling convertible at uniform rates, lying either 
within the range of the gold points fixed for the prevailing parity or, if it were 
decided to let the rate float, at whatever rate were quoted for commercial 
sterling in the market. In the second place, it would make sterling as hard a 
currency as the dollar for a wide range of European and other non-sterling 
area countries, and might induce them to modify certain restrictions that at 
present discriminate against dollar imports in favour of sterling imports. In 
the third place, it would give convertibility rights to non-resident holdings of 
sterling that now cause a dollar loss to Britain only when they are used in 
such a way that they are canalized into central banking accounts of E.P.U. 
countries. The amount of the non-resident sterling that could be offered 
for convertibility in this way is very difficult to estimate. The £1,000 millions 
odd of non-sterling area sterling balances does not provide a yardstick, for 
this figure includes sterling in central bank accounts but excludes private 
holdings of British securities and is struck net of certain debts owed to Britain 
by nationals of the countries concerned. But it is greatly to be hoped that 
the amount at stake is known to the British authorities, who should remember 
that it was this type of sterling that did much of the damage when converti- 
bility was so temporarily restored in 1947. 

In the fourth place, the grant of convertibility would raise something of a 
question mark over the vast volume of current sterling held by the overseas 
sterling area. The assumption is always made that this can be regarded in the 
same way as domestic sterling since all parts of the sterling area operate the 
same type of exchange control as functions in Britain. This assumption may, 
however, be misleading. If, say, Siam were granted the right to convert its 
current sterling into dollars without hindrance, might not, say, Pakistan champ 
at the bit, and show less readiness to restrain its dollar expenditures than it 
does at present ? In order to ward off the dangers inherent in this situation 
the rules of the sterling club might have to be somewhat tightened at the very 
time when the move into freedom and convertibility were made. 

These observations should not be regarded as decisive arguments against 
a restoration of convertibility. The arguments in favour of convertibility 
have been deployed at length in previous issues of THE BANKER; in particular 
it might make foreigners more willing to hold on to sterling instead of rushing 
to spend it (especially if the sterling-dollar rate were no longer pegged at a 
level that offered a perpetual one-way option to the bears) and it might be of 
inestimable benefit to Britain’s international banking business and invisible 
exchange earnings. But it is clear that the familiar and plaintive question 
“ What are we waiting for when convertibility is already here ?”’ is not an 
unanswerable one. The plunge into convertibility, as generally defined, would 
take us an appreciable distance beyond “‘ here’’—into a land of great promise 
but also of sternly increased obligations to keep our exports competitive and 
our currency desirable, and to live more continually and consistently within 
our means. 
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Transformation in Lombard Street 


HE London discount market, as earlier articles in this annual series have 

recorded,* has experienced some remarkable changes of structure and 

organization during its hundred and fifty years of existence as a specialized 
banking mechanism. It may be rash to draw conclusions from the experience 
of a few months; yet the changes set in motion by the “‘ new’ monetary 
policy launched by the authorities last autumn clearly hold a significance for 
Lombard Street that entitles them to rank with the major turning-points of 
the past. In one sense, indeed, they are more fundamental than any of the 
changes of the preceding twenty years—even though, unlike those earlier 
changes, they relate to dealing conditions and to inter-relationships within the 
wider mechanism of the money market rather than to the structure of the 
discount market itself. Their importance lies in the fact that they have 
required a return to the traditional, and almost forgotten, conditions of bill- 
dealing, and have re-created a flexibility of rates and of methods of operation 
that many older members of the market never expected to see again and 
younger members had never seen. They represent, in fact, a return towards the 
principles of a free market, instead of one artificially controlled and increasingly 
subject to arbitrary rate-agreements. 

These changes, welcome though they are in every aspect on the longer 
view, have, however, been painful in the short run; and they thereby present 
vet another contrast to the tendencies of recent years. The big structural 
change of modern times, the development of fully “‘ recognized ’’ bond-dealing 
during the war and early post-war years, was important for the market because 
it assured a continuing livelihood—and at times a highly prosperous one— 
despite the fact that the original function of dealing in commercial bills had 
virtually disappeared, whilst the newer function of dealing in Treasury bills, 
though hugely expanded, was conducted at a gross profit-margin too minute 
to support by itself the dealing mechanism it required. This function, upon 
which the fluidity of the short loan market (and therefore of the banking 
system) depended, could be discharged only because the market won a sufficient 
livelihood from its bond-dealings; and the narrowness of the margins on 
Treasury bills could be justified only because dealings in them at virtually 
fixed rates had become a routine business and because the discount houses 
were in effect guaranteed against outright loss—so long as they could count 
upon the continued inflexibility of the rate-structure as a whole. The other 
major tendency of the post-war years, the unexpectedly strong revival of the 
commercial bill, was welcome not only because it re-created a traditional 
function but because it offered additional profits without the prior penalty of 
a painful transition. This business, however, though it soon yielded a much 
better gross return in proportion to its size than the Treasury bill business, 
was still (and is even now) conducted on the same principle of standardized 
rates and predetermined margins. Its revival compelled the market to learn 
again its original function of judging the intrinsic quality of bills; but it did 
not demand of it that other traditional responsibility for judging the future 





* See, in particular, the first of the series, ‘‘ The Changing Discount Market ’’ in THE BANKER 
tor March, 1947. 
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course of rates, a responsibility that made profitable working contingent upon 
shrewdness and foresight and upon a sensitive response to the higgling of 
supply and demand in the market-place. In conditions of both stable money 
rates and predetermined margins the profits from commercial bill business 
were also, by and large, “ easy ”’ profits; and they began to be important 
again just as the bond business, though still generally very profitable, was 
passing out of its lush phase. 

The significance, for the discount market, of the return to orthodoxy in 
monetary policy is that it marks the end of this long phase of easy profits and 
of a virtual absence of risk, except that of depreciation of the bond portfolios. 
The market 1s now plunged into the stern conditions of working that used to be 
habitual, conditions in which profits may be won from the bigger gross margins 
that inevitably obtain when rates are flexible and fluctuating, but in which 
there is an ever-present risk of loss through sudden depreciation of the port- 
folio—a risk that now extends to the whole bill portfolio as well as to the bonds. 
To ensure that the profits from current working are enough to make good the 
losses inflicted by sudden increases 1n rates calls not only for foresight but for 
an unremitting vigilance in moment-to-moment working; every day now 
presents the long unfamiliar risk that monetary stringency may compel the 
discount houses to take marginal supplies of money at much above standard 
rates, to sell bills at a lower price than they paid for them, or, in the last resort, 
to borrow at the Bank of England for a week at 1} per cent. above the rate 
at which they had hoped to borrow in the market. For the first time for 
many years, the members of the discount market are obliged to keep con- 
stantly on their toes. 

None of the earlier post-war changes, it will be seen, had prepared them 
for this unaccustomed agility. Some of the younger members of the market, 
who had never experienced a regime of fluctuating rates, had regarded the 
contingency of a rise in Bank rate, when it was discussed unofficially last 
vear, with something approaching terror; and even the older members, who 
were better able to gauge the repercussions, were acutely conscious that the 
market was much more vulnerable than in the days when rates were last free 
to move. In this respect, the discount market has to be sharply distinguished 
from the banks. The discount houses, like the banks, finance their assets 
almost wholly by borrowed money (except for the margin provided by their 
capital resources); but, unlike the banks, they not only have to pay interest 
on the whole of their borrowings but also have to deposit their assets as 
security (including a margin beyond the amount cf the loan) for these borrow- 
ings. The function of their capital is, in effect, to provide the margin that 
they have to put up on their borrowings—and to furnish a reserve against 
contingencies. It will be seen, therefore, that a sudden fall in the book value 
of the portfolios of securities could have much graver consequences for a dis- 
count house than for a bank. The bank will dislike having to show any 
“ uncovered "’ depreciation in its accounts; but its only ultimate risk is that 
it may some time have to convert part of this book depreciation into a realized 
loss. A discount house, however, must face such a loss immediately unless its 
reserves are sufficient to cover the whole of the book depreciation, with a 
margin to spare. It has to put up additional security on its borrowings forth- 
with; and if it were unable to do so, it would be obliged to sell securities on 
the market, no matter how unpropitious the circumstances. 
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The market’s fears of a sudden ending of the cheap money phase derived 
much more from these unpleasant possibilities than from the knowledge that 
a rise in rates would almost certainly compel it to “‘ run ’’ most of its portfolios 
for a time at a current loss—that is to say, to pay more for its loans than it 
earned on its securities, until sufficient of the securities had matured and been 
replaced by higher-yielding ones to restore the average return to the “ break- 
even ’’ point, and eventually to a clear profit. The reason for this uneasiness 
about the capital aspect is readily apparent: in the twenty years or so since 
the market had last worked under fully fluctuating rates, its total portfolios 
had been multiplied about five-fold, but its total true capital resources had 
not been even doubled. Even a small depreciation on the bill portfolio is not 
to be taken lightly when that portfolio alone represents more than twenty 
times the total capital resources—and when there is in addition a bond port- 
folio nine or ten times as big as the total capital. 




















TABLE I 
LONDON DISCOUNT HOUSES—COMBINED BALANCE SHEET, 1949-52* 
1949-50 1950-51 1951-52 
Capital Capital Capital 
fmns. Multiplier ‘mns. Multiplier /mns. Multiplier 

Published Capital Resources .. 27.0 = 27.5 — 28.0 —- 
Bills - 4 “a 7" 688.0 25.5 742.5 27.0 629.6 22.3 
Bonds .. cs ws - 271.9 Io. Ck ee 7.3 293.5 I0.5 
Total Portfolio .. a is 959.9 35.6 1053.0 38.3 923.1 33.0 
Re-discounts . . ne yr 80.7 3.0 102.0 3.9 121.5 4.3 
Loans and Deposits... ine 945-9 35.0 1038.7 37.8 910.9 32.5 


* Nine houses, i.e., excluding Ryders Discount Co., Ltd., Seccombe, Marshall & Campion, 
Ltd., and Clive Discount Co., Ltd., no accounts for which are published. Balance sheet dates 
for the nine companies range in each period from September 30 (for Allen, Harvey & Ross, Ltd.) 
to the following April 30 (for King & Shaxson, Ltd.). 

When its performance is judged against this background, Lombard Street 
is seen to have come through this testing-time very creditably, and much 
more smoothly than most people would have predicted twelve months ago. 
It is true that the record of the balance sheets is not yet complete. Of the 
twelve discount houses, three are private companies; and of the nine that 
publish full accounts, only four have yet completed an accounting year including 
the second increase in Bank rate (to 4 per cent. on March 11), while the latest 
accounts of one of the smaller companies (Allen, Harvey & Ross) were made 
up before even the first change in the rate. The aggregated accounts of the 
nine companies, built up in the same way as in earlier articles in this series 
(that is, with a “‘ spread "’ of accounting dates having the narrowest possible 
range, from September 30 to the following April 30) do not, therefore, reflect 
the full impact upon the market of the change in monetary policy. They 
showed that every one of the nine houses maintained its dividend, that none 
of them had to draw upon published reserves in order to provide for deprecia- 
tion of its securities, and that the aggregate published profit declined by 
slightly less than 10 per cent. Three houses, indeed, actually showed a slight 
increase in profit; and three succeeded in meeting their depreciation from 
the profits of the year (the Union Discount, the biggest of the discount houses, 
had the distinction of ranking in both these groups). But three of these five 
houses made up their accounts before the 4 per cent. Bank rate. 
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The only house that has presented a balance sheet since then and has yet 
met its depreciation from profits (its published profits, even so, dropped by 
less than 10 per cent.) is King & Shaxson, the smallest of the discount 
houses. Iwo of the other houses that have accounted since March 11 showed 
declines in profits of 64 per cent. and 40 per cent. respectively, and it is evident 
that they had drawn heavily upon inner reserves; these houses, both of them 
relatively small ones, had, however, the ill-luck to have to make up their 
accounts within three weeks of the increase in Bank rate—during the phase, 
in short, when they were feeling the full force of the impact on the valuation 
of their portfolios without having had time to reap the countervailing gains 
from the improvement in the margins secured on new purchases of securities.* 
Because, 1n this sense, time works in the market's favour, this partial record 
of its experience since the second increase in Bank rate is decidedly reassuring. 
Unless Bank rate is raised further during the coming six months, the five 
houses that have still to present accounts reflecting the full impact will have 
had a good run during which their position should have been steadily 1m- 
proving. Other things being equal, they should be able to make a better 
showing than that of some a the recent accounts. 


TABLE II 
PUBLIC DISCOUNT COMPANIES IN ORDER OF SIZE, 1951-52* 
({mns.) 
Published Invest- Total 
Capital ments Bills Portfolio 

Resources 
Union Discount Co. of London, Ltd. (37/r2/5r).. 8.635 99.02 150.72 249.74 
National Discount Co., Ltd. (37/12/5r) 5-494 55-85 102.90 158.75 
Alexanders Discount Co., Ltd. (37/12/51) 4.082 59.28 88.72 148.00 
Cater, Brightwen & Co., Ltd. (5/4/52) .. 2.620 22.62 69.16 91.738 
Gillett Bros. Discount Co., Ltd. (31/1/52) 1.945 12.40 52.51 64.92 
Smith, St. Aubyn & Co., Ltd. (37/3/52) .. 1.557 9.58 52.70 62.28 
Jessel, Toynbee & Co., Ltd. (32/3/52) I. 300 14.83 39.60 54-43 
Allen, Harvey & Ross, Ltd. (30/9/5r) 1.245 13.82 41.2 55.06 
King & Shaxson, Ltd. (30/4/52) 1.080 6.10 2.09 38.19 


* Balance sheet dates, ranging from September 30, 1951, to April 30, 1952, are indicated 
in brackets. 

The fact that the market has come so well through this painful phase is 
principally due to its recognition that the easy profits of recent years could 
not be expected to endure indefinitely; whether or not it really believed that 
an orthodox monetary policy would eventually be reintroduced, it knew that 
the only prudent course was to set aside a substantial part of the easy-come 
earnings against the contingency of tougher conditions. For various technical 
reasons, the process has been a more difficult one for the smaller houses than 
for the bigger ones; they are equally entitled to congratulate themselves on 
their achievement—even though they may view the future, if it should hold a 
still higher Bank rate or still lower values for short bonds, with less equanimity. 

This reassuring performance also reflects foresight of another kind. During 
1950-51, the market’s portfolios had expanded to record proportions. The 





* The largest of the three private companies, Ryders Discount Co., which ranks fifth or sixth 
in size in the market as a whole, and is a subsidiary of the United Dominions Trust, also made 
up its accounts after the second increase in Bank rate. To judge from a note in the accounts of 
the Trust, this house sustained a fall in profits by 26 per cent. over the year to May 31 last. Its 
dividend was maintained. 
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aggregated balance sheets of the nine houses, set out in these columns twelve 
months ago, revealed a bill portfolio of £742 millions and a bond portfolio of 
no less than £311 millions. At this high level, the bond portfolio probably 
represented between g and g} times the market’s total capital resources (in- 
cluding inner reserves); this was almost certainly the highest ratio since the 
abnormal phase at the end of the war, just before the discount houses were 
given permission to adjust the position by raising new capital. Moreover, the 
average life of the bonds had certainly been tending to lengthen. Fortunately, 
during the nine months or so before the change in monetary policy, the market 
was reversing both these tendencies; it was reducing both the size of its bond 
holdings and their average life. 


TABLE III 
MONEY AND BILL RATES, 1939-52 
Sept. 15, Nov., Oct., July, Nov.9o, Mar. 14, July 16, 
1939 1939 1945 FO5I 1951 1952 1952 
Uv 7 0) u vu y yA 
Bank of England: f | 
Bank Rate .. ge 4 2 2 2 2} 4 4 
--day loans against 
Treasury bills ea -- —- 2 34 34 
Discount Rates: 
Bank Bills, 3 Mths... 34—32 13;—1;% As 1 1} 3 3 
Oe Ga x 43 If—li% 16 Lis Is 34 34 
net: een i + 4 L} 34 33 
Trade Bulls, 3 Mths... 44—5 24—3 1—1} 1?—24 2i—- 3 4—5 4—5 
4 5 ++ 48-5 7-3 I}—I5 2— 2} a3 6UE SCC ES 
i 0 + Sse 3—34 1$—23 23—33 3—4 44—5 43—5 
Treasury B ills : 
End-month tender* 71/1.12d. 23/11.46d. 10/1.60d. 10/2.56d.) 17/2.96d. 46/3.64d. 49/3.88d. 
Clearing Banks’ Buying 
Rate from Market :t 
Bank Bills... sci n.a. I I Q 1} 2% 2} 
Treasury Bills se 3— 33 I 5 | t 24 23— 38 
Clearing Banks’ Call 
Money: 
Against Bank Bills s ;, Sf 3 1} 24f 24 
Treasury Bills ' . 4 ; 2 2 
Bonds - 3} 1} 3 3 | 1} 24f 24 
Cleai lig Banks’ 
Deposit Rate 2 I 5 I $ 2 2 


Average rate at month-end tender, except where specific date shown. 
+ Fluctuating rates, except between November, 1939, and November 7, 1951. 
Both these rates were raised to 2? on March 12, but lowered on the following day. 


On the bill side of the business, any such deliberate precautions were 
scarcely possible. For the market as a whole, the scale and disposition of the 
preponderant holding of Treasury bills are largely determined by the needs 
and policy of the authorities (and, in the short run, by the tactics of the com- 
mercial banks in regulating their purchases). But it so happened that in 
the second and third quarters of 1951 the flow of Treasury bills through the 
market was dropping appreciably below the extraordinary level that had been 
attained at the end of 1950. The volume of Treasury bills on offer was little 
changed, but a larger proportion of them was being absorbed by non-market 
tenderers, as Table VI shows. 

For both these reasons, the discount houses were a good deal less vulnerable 
to the first rise in rates than they would have been a few months earlier. The 
extent of this shortening of sail is not, however, fairly measurable from a 
comparison of figures shown in the annual accounts, because, contrary to the 
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first expectations, portfolios have expanded again since the change in monetary 
policy. Its first effect, of course, was to cause a rapid decline in the Treasury 
bill portfolios, because the Funding operation of last November* sharply reduced 
the Treasury's need to borrow to replace maturing bills (the weekly issue was 
cut from £260 millions to £150-170 millions until mid-February). This effect 
was plainly seen in the accounts of the “ Big Three’ companies made up at 
end-1951: their aggregate bill portfolios dropped on the year by fully one- 
fifth, despite an expansion of commercial bills. On the other hand, only one 
of these houses (the National Discount) showed a decline in its bond portfolio 
over the year; but it is generally known that the rise of £12 millions in the 
bond holding of the Union Discount (carrying it to the high level of almost 
£100 millions) reflected a much bigger intake than this at the very end of the 
year—when certain banks were selling short bonds (probably the new Serial 
Funding Stocks) for liquidity reasons. 
TaBLE IV 
MONEY MARKET SHORT BONDS, 1950-52 


Net Prices 


1950 IQ95I 1952 
End- End- 
High Low 1950 High Low 1951 High Low July 23 
24°, Nat. War., 1951-53 102 IOI IOI ror} 10035 ~ 100%; 100% 994 99% 
6/6/50 29/12/50 22/10/51 28/12/51 QfT'52  I3/3/5- 
24% Nat. War, 1952-54 102% 1004s 101 ys 10r} 998 998 1003» 983% oie 
10 6 50 rz I 50 I& I 5r 31 12/51 J 2 52 26 h 5. 
21° Exchequer, 1955 102} 1004 rors 102} 994 993 99% 963 71 
oe Mie . ] J —<¢ 16 Ss “ite, y2 II? IIS (iy ey 
3/71/50 = 27/2/50 19/2/50 = 31/12/52 fOjT/52 = =—s- SITS? 
2}% Nat. War, 1954-56 ia ~_ son 1034 99% 99% a9% 95th 
wijro/5r = 3r/12/5r II/1I/52 3/7! 5- 
TABLE V 


MONEY MARKET SHORT BONDS, 1950-52 
Gross Redemption Yields* 


1950 1951 1952 


High Low End-1950 High Low End-195r High ’ Low July 23 
( A o or a oy of A % 
fs. d. £ s. d. . s. & ‘ « ¢€ fs. d. ‘ 6. ¢@. fs. d. fs. d. fs. d. 
24% Nat. War, 1951-53 1 5 7(e) — —— 29 6(1) « gill) 2 81ir(l) 3 5S 311(l) 2 3 =1fl) 3 2 6(2) 
2 orl) rrmg10(l) 2 o Jil) —— — — — — 
24% Nat. War, 1952-54 2 1 8(e) 13 2(e) r 2a1(e) 211 O(/) 116 2(l) 211 O(l) 314 2(l) 2 g Off) 3 8 gil 
2 5 Zl) 114 8(l) 1 19 r0(l) — —- — — — 
219 Exchequer, 1955 2 4 9 II4 O 116 9 2 8 3 22a 3 2 8 3 313 4 2 $21 I 
24°, Nat. War, 1954-56 — — —- 213 4(e) rt 7 5§(e) 213 4(e) 313 3(e) 21r Ile) 4 2 Ole 
~-- = —- 212 off) r16 5(l) 212 Off) 312 O(1) 210 7{l) 3 6 10/1 


*Except where otherwise indicated yields are given for both earliest (¢) and latest (/) redemption dates. 


The impressions conveyed by these early balance sheets were not, however, 
indicative of the subsequent experience. At the time, it was generally thought 
that the great increase in risk, combined with the strain put upon the market’s 
resources, would compel it to work to appreciably smaller portfolios than it 
had become accustomed to, and that official policies would be likely to facilitate 
this process. But in fact the Treasury bill offerings were soon stepped up 
again, and by June they had almost attained the level ruling before the funding. 
At first, the increase was a purely nominal one, designed to enable certain 
overseas holders to replace tap bills by tender bills; but virtually the whole of 
the expansion since last March has probably represented genuine new demands. 
Moreover, owing to the decline in the London balances of the usual overseas 
tenderers, a large part of this finance has been secured through the market, 








* The details of this operation, and of the changes caused in the market rate-structure by 
both the November and the March increases in Bank rate, have been so fully described in earlier 
articles (see, in particular, THE BANKER for December, 1951, and January and May, 1952) that 
they need not be recounted now; they are, however, summarized in Table ITI. 
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whose “ proportion “has lately reached very high figures. On several occasions, 
the actual “‘ take-up’ has probably surpassed previous records. Even the 
latest of the market balance sheets reflect only the early stages of this re- 
expansionary process. On the other hand, part of the effect upon total bill 
portfolios had been offset by the steep decline that has occurred in supplies 
of commercial bills in the past six months; their total in the market is probably 
now some 30 per cent. below its peak, with some houses showing an appre- 
ciably bigger fall than this. Because of the shortage of this paper, there has 
been a tendency for the market to try to hold a larger proportion in portfolio. 

The comparison of the balance sheets shown separately in Table II and 
ageregated in Table I must be read in the light of these many cross-influences. 
The statistical defect caused by the spread of accounting dates is obviously 
much more serious this year than in previous years. The notional balance sheet 
for the nine companies shows an aggregate bill portfolio of just under £630 
millions, a decline of roughly one-seventh from the record figure shown for 
1950-51; but, for the reasons already given, it is probable that the true total 
for mid-1952, compared with mid-1951, would show an appreciably smaller 
reduction than this. The comparison of the bond portfolios may be less mis- 
leading: the total for the notional year 1951-52 is £293 millions, showing a 
moderate decline of 418 millions from the 1950-51 peak; but if the figures 
of the Union Discount are excluded, the decline is equivalent to almost 13} 
per cent. Apart from the Union, every one of the houses whose accounts 
are dated since the change in monetary policy showed a decline in its bond 
portfolio over its financial year. In three instances it was a very sharp decline, 
ranging up to 40 per cent., and reducing the ratio to published capital resources 
to6:1. For the nine houses, it will be seen, the average capital ratio has been 
improved from the 1950-51 high point of 11.3 to 10.5. Inevitably, there has 
been no such improvement in the average true ratio, since inner reserves have 
been depleted by provision for depreciation. 

If these figures for the nine public companies are supplemented by a rough- 
and-ready proportionate estimate of the portfolios of the three companies 
that do not publish accounts—the estimation is necessarily much more pre- 
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carious than that for previous years—the market's aggregate bill portfolio for 
the notional date would appear at about £725 millions (compared with £850 
millions for 1950-51) and its bond portfolio at about £320 millions (compared 
with £340 millions). After the provision for investment depreciation, the 
total true capital resources of the whole market are probably down to about 
{33-34 millions, compared with some £37-35 millions last year. On this basis, 
the combined portfolios at the notional date would represent about 31-32 
times the capital (compared with 32-33 times), and the bond portfolio alone 
would represent 9.4-9.7 times (compared with g-9+ times). The multiplier 


TABLE VI 
MARKET TURNOVER OF TREASURY BILLS * 


Total Market Allotment Market's 
Allotted Actual Proportion Weekly Average 
{mn. émn. ~ émn. 
1938-397 455_ 1607 37 IZ. 
1945 me A. 1430 | 442.2 31.1 34 | 
$620 | -._- 500.2 |. 35.0 _ 43 7 
Ill 1690 > 06560 582.3 fF 2405.1 34.5 = 37-0 45 = 47 
IV 1820 } 872.4 47-9) 67 J 
1946... Rk. 1760 | 334-1 47-4 a 
1930 | _o 559.01... 44.0 : 60 | -- 
itl 1960 ( 7°°° 775-9 3494-4 39.6 ( 44-5 60 (°° 
IV 2150 | 985.4. 45.3) 76 |} 
1947... k. 2185 | 1056.4 | 48.4 8I | 
2150 | g¢ 958.8 | .( 74 
S505 9 4177-3 5 cdg 47.4 /4 86 
IIl 2200 | “ IOQI.9 a 49.4 {™ 84 | 
IV 2240 | 1070.2_ 47.8) 82 J 
1948 g.. I 2160 | 1073.1 49.5 } 83 ) 
II 2210 1025.1 | 6.4 | 701 « 
= + 8830 -~°” S425 4°°4 Lag s* >82 
iil 2210 ( 1062.5 ( t79/ aaf? 82 (- 
[V 2250 | 1096.4 | 48.5 | 83 | 
1949 .. [ 2210 ) 1113.9 50.4 | 85 ) 
Il 2210 | 992.8 | 45.0 | 76 
0,010 - 5108 .¢ oo" 5 oe 6 /“ Sa8 
III too 7 1324.6(7""°* 50.9 (2°) 102 {7 
IV 2990 | 1677.6, 56.1 |} 129 } 
1950 .. F. sed 1613.3 ) 55-4 } 124 ! 
3120 E727 .O { 55-41... 133 
12,490 > 6945 shy > 6) I 
IIT 3270 { 49 1770.0 | 949 +3 54.1 ( 9 136 ( 34 
IV 3190 | 1838.0 57-6 J 141 | 
I95I_ “ 3190 | 1674.0 | 52-5 | 129 | 
3220 | _ ig 1550.0. -. F 46.51. 119 | 
Ill 7 12,250 6n2.0 (0293-5 bs >51.1 ._ Pi2i 
3240 1652.0 51.0 | 127 
IV 2630 | 1387.5 | 52.38 | 107 } 
1952... I 2380 1280.7 53.58 99 
II 2910 1744.0 59.9 . 135 


* Estimates between 1939 and the third quarter of 1949 based on assumption that market 
tenders just cover total offered; thereafter special estimates have been prepared by THE BANKER. 
Periods relate to dates of tenders, not of payments, for bills. The first of each pair of columns 
gives quarterly figures, the second gives annual. 

{ Quarterly average of twelve months to August 25, 1939. 


must be somewhat higher than this now, because the bill portfolio has probably 
risen above £800 millions, while the bond portfolio is probably still above £300 
millions. 

Needless to say, the bonds are as short as can be contrived with a portfolio 
of this size. Some of the houses that have most steeply reduced their bond 
holdings have thereby succeeded in showing a very short average life. The 
market as a whole now has by far the greater part of its holdings in the two 
shortest National War Bonds—the 1951-53 and 1952-54 issues that have 
maximum lives of seven and nineteen months respectively. Holdings of Serial 
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Funding Bonds are believed to be very small. The choice of bonds does, 
however, confront the discount houses with a dilemma. If they hold many of 
the 1952-54 issue (and, a fortiort, if they venture into the 1954-56 issue or the 
1955 Exchequer Bond) they become very vulnerable to any further rise in 
Bank rate. Yet if they concentrate upon the bonds that mature finally next 
March they may soon find themselves either with an almost empty portfolio 
or with one of possibly longer average life than they would have had if they 
had spread into the 1952-54 issue (unless the authorities offer a very short 
bond in replacement of the 1951-53s). 

However judicious the market may be in resolving such difficulties as 
these, the fact remains that the load it is now carrying, in bills as well as bonds, 
is an extremely heavy one in relation to the risks that the new conditions of 
operation involve. Measured in terms of capital-to-portfolio ratios, such a 
load would have been unthinkable before the war. Moreover, a very sub- 
stantial part—in some cases, probably almost the whole—of the cushion 
built up in the “ easy ’’ days has been absorbed. In these circumstances, a 
very great deal depends upon whether yet another increase in Bank rate has 
to be faced in the early future. If there were no risk of this, or of any further 
perceptible fall in bond values, the market would have few anxieties. It would 
know that much of the depreciation sustained on its bonds would be made 
good when they are repaid in due course, and in the meantime, though the 
current profits margins earned on the bonds are narrower, it would continue 
to reap handsome margins on its bills. 

When Bank rate rose to 4 per cent., the market had to finance at 2 per 
cent., or more, Treasury bills bought at 1 per cent. or less; but it could reckon 
that the steady replacement of low-yielding bills by high-yielding ones would 
bring the average return up to the average cost of money within six or seven 
weeks—say, by about the end of April. Since then the current profit margin 
has been rising to levels that the market has not known for many years. It 
is true that, since the beginning of June, the authorities have shown a dis- 
tinctly tougher attitude; the special buyer has been much less liberal in giving 
aid, so that the discount houses have been driven much more frequently 
“into the Bank ’’, for seven-day loans at 3} per cent. against Treasury bills, 
and the cost of marginal supplies of outside money in the market has been 
pushed up. This has naturally led to a steady edging-up of the Treasury bill 
tender rate; yet the effect of the expensive borrowings upon the average cost 
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of the market's money is probably very small. It is estimated, for example, 
that the total of seven-day loans taken at the Bank in the whole period up 
to June 30 cannot have much surpassed £100 millions—a sum that would 
represent only a fraction of I per cent. of the total finance that the market has 
secured over the whole period. The proportion of outside money that has had 
to be taken at above-standard rates will certainly have been larger than this; 
but the combined effect upon the average cost of borrowings cannot have been 
very considerable. And at standard rates (2 per cent. for money from the 
clearing banks against Treasury bills) the running margin on Treasury bills 
has recently been 7/16 per cent. or so, compared with little more than 1/64th 
per cent. under the system of pegged rates. The margin on re-sales has, of 
course, been much smaller than this, and at times bills may actually have been 
sold below their original purchase price; but, since the banks confine their 
purchases to short bills, the running profit obtains for a considerable part of 
the life of the bills. It is not surprising, therefore, that most of the accounts 
of the discount houses have emphasized that there is now a “ reasonable 





TABLE VII 
ACCEPTORS OF COMMERCIAL BILLS 


(Percentage Distribution of Jessel, Toynbee’s Portfolio at March 31) 


Accepted by: 1950 1951 1952 
Fifteen Acceptance Houses .. - “a 04.3 50.2 50.7 
Clearing Banks and Scottish Banks .. =a 2.9 4.8 5-7 
Miscellaneous .. ui wi 7. iv 6.0 0.5 11.7 
English Banks owned abroad - ia 6.7 5-7 2.4 
Agencies of United States Banks av 2.6 2.0 3-4 
Other Foreign Agencies is map e 4-5 9 3.4 
Trade Acceptances ey 4 i - 23 3.0 4.4 
Dominion Banks is ‘ie a “3 10.3 13.9 12.3 

100.0 100.0 100.0 


return on Treasury bills for the first time for many years. One house, whose 
accounts were made up at end-January, has stated that the return from bill 
business was covering the whole of its current expenses plus the “ bulk ”’ of 
its (I2 per cent.) dividend; five years ago that same house stated that its bill 
business covered only one-third of the expenses. 

A steady run in conditions such as these would buttress the market’s 
finances very substantially; but, if it is to be free from anxiety, it needs 
time to do this re-building before it is faced with a new shock. On the other 
hand, another increase in Bank rate would abruptly end these conditions of 
profitable current working, would plunge the discount houses again into 
running losses on bills and force them to start the process of working through 
current loss to current profit all over again. This, moreover, would be quite 
apart from the depreciation that might have to be taken on bonds. Over the 
twelve months to end-June last, the net prices of the two principal bonds 
dropped, on the average, by some 22 per cent.; and, on a “ multiplier” of 


10, that is equivalent to more than one-quarter of the market’s capital resources. 
Presumably, even on the most gloomy view, the contingency that might have 
to be faced now is nothing like so serious as that; but, in view of the strain 
that has already been borne, even a much smaller further fall would create 
serious worries at least for some of the smaller houses. 


W.T.C.K. 
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The Life Offices’ Investment Policy 
By a Special Correspondent 


HE total assets of the British life offices and of the life and annuity 

departments of the composite insurance companies expanded by more 

than £150 millions last year. They now amount to some £3,000 millions, 
about three-quarters of which are held in stock exchange securities. The 
accompanying table analyses the recent experience of a sample of leading 
companies, which deployed {2,428.8 millions of assets at the end of 1951; 
they held £1,787 millions of these in stock exchange securities, with gilt- 
edged (or near gilt-edged) accounting for 42.1 per cent. of total assets, deben- 
tures for 12.1 per cent., preference shares for 7.8 per cent. and ordinary shares 
for 11.5 percent. These figures underline the importance for all sectors of the 
stock markets of the life offices’ investments; the important questions now 
are how far the return of dearer money has aftected these investments and 
how is it likely to affect investment policy in the future. 

The implications that stem from the recent fall in stock exchange values 
for the future investment policy of the life offices are often misunderstood; 
it is necessary, therefore, to examine the impact of this depreciation with 
some care. It is true that the depreciation suffered in the last few years 
has been very heavy. It may be estimated, on the basis of the average distri- 
bution of their assets, that insurance companies’ investments depreciated by 
about 7 per cent. during 1949, recovered by about 2 per cent. during 1950 
and fell again by about 5 per cent. last vear. These estimates relate to total 
assets (including the 25 per cent. represented by mortgages, property, cash 
and debtors); the proportionate losses sustained on the stock exchange 
assets were therefore considerably larger. It is too early to make any com- 
parable estimate of the further depreciation suffered this year, but the Actuaries’ 
[Investment Index shows that in the first six months of 1952 debentures fell 
by 4.8 per cent. (compared with a fall of 13.5 per cent. in the whole of 1951), 
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preference shares by 5.3 per cent. (compared with 11.8 per cent. in 1951) and [| 


ordinary shares by 16.1 per cent. (compared with a rise of 2.4 per cent. in 
1951). Among gilt-edged, 3 per cent. Savings Bonds, 1965-75, which may 
perhaps be taken as a representative gilt-edged holding in life office portfolios, 
fell by 6.0 per cent. in the first half of 1952, compared with 13.5 per cent. in 
the whole of 1951. It is probable, indeed, that the depreciation in the first six 
months of 1952, following the long decline since early 1947, was sufficiently 
large to absorb the whole of the investment reserves of all but the strongest 
companies. 

Fortunately, however, this experience is not so disquieting as might at 
first appear. 
when augmented by future net income (chiefly premium and interest earnings), 
they will enable it to meet its contractual liabilities as they emerge. A large 
part of the investments are therefore held in dated stocks that are timed to 


- . ° . . idee i 
mature, as far as possible, in step with the emergence of the liabilities. To | 
the extent that this synchronization is achieved, market depreciation is more [ 


clearly “irrelevant ’’ than it is for the banks. Yet this depreciation brings 
with it an increase in prospective compound interest receipts from newly 


The resources that a life office needs to hold must be such that, | 
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invested funds. In the event, all the offices that published valuations of their 
liabilities at the end of last year were able to cover any depreciation between 
the aggregate book and market values of their assets by raising the anticipated 
future rates of interest assumed in their valuations to a smaller extent than 
would have been justified by the increase in the prospective net yield on their 
funds during the year. The average increase in the assumed rate of interest 
was about 5s. per cent., but a larger increase would obviously have been justi- 
fiable in a year in which the net redemption yield to the life offices on medium- 
dated gilt-edged stocks rose by fully 15s. per cent. It should be noted here 
that the rate of interest that is assumed by most offices at their valuations is 
at least one per cent. below the rate of interest that they can actually expect 
to earn. This spread is adopted partly in order to make provision for future 
bonuses on participating policies; the conservative rates assumed at last year’s 
valuations in effect meant that this sort of hidden reserve was strengthened 
even while other sorts of investment reserve were whittled down. 


LIFE ANI) ANNUITY ASSETS OF THE LEADING OFFICES 








Class of Assets 1938 1949 1950 1951 
A émn. J {mn. yA {mn. » 4 

Gilt-edged and near gilt-edged 
securities * os a - 29.1 1,041.1 48.2 1,038.2 45.4 1,022.9 42.1 
Debenture stocks .. = - 18.9 214.3 9.9 262.2 11.5 294.0 12.1 
Preference shares .. i ga 9.4 177.9 8.2 184.3 8.1 190.3 7.8 
Ordinary shares ea a ee Q.2 229.5 10.6 251.0 10.9 279.8 I1.5 
Total Stock Exchange assets .. 66.6 1,662.8 76.9 1,735.7 75-9 1,787.0 73-5 
Mortgages... - on ea 23.6 243.0 11.3 274.8 12.0 322.2 13.3 
Property <i ‘“ ss ya ‘ ef 138.7 6.4 157-0 6.9 385.9 7.9 
Cash, agents’ balances, etc.t ao Fre Se ee 119.5 5-2 133-7 5-5 
Total assets we 100.0 2,161.5 100.0 2,287.0 100.0 2,428.8 100.0 





* British Government and Government guaranteed securities, British municipal securities, 
Commonwealth and foreign government, provincial and municipal securities. 
+ Including investments in subsidiary companies. 


There is no reason to think that the further depreciation that has occurred 
since the turn of the year cannot be met by virtually all the offices by appro- 
priate and legitimate adjustments in the rates of interest underlying their 
actuarial valuations. That is not to say that more offices may not follow the 
example of the Refuge at the end of 1951 and the London & Manchester at 
the end of last March, which passed their normal bonuses. Both these offices 
carried forward substantially the whole of the cost of the year’s reversionary 
bonus unappropriated, as a precautionary measure against further depreciation 
of their assets; they both declared interim bonuses on policies becoming 
payable on death or maturity (the former at a slightly lower rate than the 
bonus declared in 1950 and the latter at the same rate as in 1950). But it is 
fair to say that last year’s experience does not justify the supposition that the 
interests of any policyholder may be prejudiced in the end, given the fact 
that dated stocks form a substantial proportion of the stock exchange portfolio 
of the life offices in general and the industrial-cum-ordinary offices in particular 
—provided, of course, that there is no undue proportion of defaults, and pro- 
vided that the business continues to expand sufficiently to save the offices 
from the need to realize investments at depreciated values (in order to supple- 
ment cash resources provided by the redemption of stocks at maturity). 
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What are the implications of this for the future investment policy of the 
life offices ? One implication is, perhaps, that there is no real reason why the 
increase in the rate of interest, as such, should make the already cautious 
investment policy of the life offices more cautious still. The sort of depreciation 
that a life office has to fear on its investments is not that arising from higher 
interest rates but that arising from passed dividends or debenture defaults. 
The situation can best be understood by reference to the figures in the accom- 
panying table, which throws into relief two very interesting and significant 
trends. 

The first of these is that over the last few years the proportion of assets 
held in stock exchange assets has been steadily falling towards the pre-war 
ratio of two-thirds. There has been a marked switch towards investment in 
mortgages and property, particularly the former. Some offices, of course, 
have gone much farther along this road than others. At the end of lat year 
the Norwich Union Life had no less than 49.3 per cent. of its total assets 
invested in mortgages and policy loans, while 29.0 per cent. of the total assets 
of the Legal & General were invested in property. This sort of investment 
has had its advantages. Mortgages have been immune from depreciation and 
property has depreciated much less than stock exchange securities—although 
it may be noted that there has been some mingling of cause and effect here. 
The prices of private houses might very well have turned downwards some 
time ago if the insurance companies (and the building societies) had then 
shown some of the toughness in their lending policy that is only now becoming 
apparent, and the market in large properties has been ~ustained by the fact 
that the life offices themselves have operated in it as ‘‘ buyers only ”. 

The second significant trend in investment policy, which to some extent 
has overlapped the first, has been a trend away from gilt-edged towards forms 
of investment that provide some hedge against inflation. In the last two years 
the offices whose results are analysed in the table have increased their total 
assets by more than {267 millions, but they have reduced their gilt-edged 
holdings by more than £18 millions. Less than one-third of the percentage 
fall in gilt-edged securities has been replaced by an expansion in the proportion 
held in debentures and preference shares; there has, indeed, been an obvious 
attitude of caution towards the latter that has not—so far—been justified by 
the extent of the depreciation in that group relative to the others. Apart from 
mortgages and debentures, the main switch has been into ordinary shares and 
property. At the end of 1951 these two forms of investment accounted for 
19.2 per cent. of total assets, compared with 17.0 per cent. at the end of 1949 
and between 13 and 14 per cent. in 1938. 

How far are these trends likely to continue ? It is difficult to believe that 
the trend into ordinary shares and property that is so clearly established will 
now be reversed, although the much less favourable outlook for equity earnings 
may for a time slow down the rate of expansion of the aggregate investment 
in ordinary shares. The latent inflationary pressures at home and abroad 
are far too real for equities and property to lose their longer-term attraction. 
There also seems to be nothing in the present outlook that is likely, in the 
short run, to increase the attractiveness to the life offices of preference shares, 
despite the fact that the average yield, according to the Actuaries’ Investment 
Index, is now nearly 52 per cent. 

The considerations that are likely to affect the investment of the part 
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of their new money that the life offices decide to devote to fixed interest 
stocks are more complex. Twice during the past year—first, when the market 
yield on 25 per cent. Treasury Stock reached 4 per cent. and then when it 
rose to 44 per cent.—there have been widespread but false forecasts that the 
life offices would come back into the gilt-edged market as large-scale buyers. 
These arguments were based on the calculation that the offices could “ live 
on’’ these yields, taking into account their effective rate of income tax. This 
effective rate of income tax varies widely between individual offices according 
to the composition of their business; the interest income from annuity reserves, 
broadly speaking, escapes tax and no office pays anything like the nominal 
special rate of income tax of 7s. 6d. in the £ on the whole of the interest income 
from its life and annuity assets—a representative figure is, say, 5s. in the f, 
whilst many pay a considerably lower effective rate than this. In the event, 
however, as the rate of interest has risen, the life offices have stayed on the 
fence, except for routine switching operations and, probably, for some ventures 
into longer-dated stocks. This last movement could conceivably become an 
important one, and it deserves examination in the light of recent trends in 
debenture issues. 

As the yields on British Government securities have risen the yields on 
debenture stocks have risen, too, but not in step. The risk premium on deben- 
tures, which increased from the inauguration of dearer money last November 
until March, subsequently declined sharply and debenture stocks are not on 
this criterion cheap at the present time. Nevertheless, the extra half per cent. 
or so that can be obtained on first-class debenture stocks still makes them 
more attractive than British Government securities to many life offices, which 
do not have to worry unduly about their relatively poor marketability. Sub- 
stantial investment in individual debenture stocks can usually be made only 
by subscription to new issues, or (in the case of the life offices) by participation 
in issues that are placed privately with or without the benefit of a stock 
exchange quotation. It seems probable, therefore, that new money earmarked 
for investment in fixed interest stocks would, as in recent years, continue to 
flow into debentures rather than into gilt-edged—but for one important 
qualification. New borrowers now are not often prepared, for more than a 
relatively short period, to concede the 5 per cent.—or even higher—coupon 
that is essential to the success of a new issue. Quite naturally, they prefer 
to quote an early optional first redemption date. The offer of a few points 
premium on such an early redemption 1s of negligible importance to long-term 
investors compared with the risk of early repayment at a time when interest 
rates may be much lower than they are at present. The average length of the 
liability of the life offices is probably now well in excess of 20 years, and is 
tending to lengthen with the rapidly growing importance of staff pension 
scheme business, where for young employees the pension may well not com- 
mence for 40 or more years. 

Insurers may therefore argue that there is a good case in favour of eschewing 
the undoubtedly attractive yields now being offered on new issues of deben- 
tures and loan stocks (and, incidentally, those on medium-dated gilt-edged 
stocks) and making sure of the attractive, although rather lower yields, that 
are obtainable on long-dated gilt-edged and other stocks for a very consider- 
ably longer time. They also see a case for investing a proportion of their 
gilt-edged fund in irredeemable stocks when they judge the market to be at 

















102 THE BANKER 





or reasonably close to the bottom. The shape of the yield curve of gilt-edged 
during the last six months suggests that the insurance companies may already 
have moved some way in this direction. Instead of the old pattern of pegged 
and low short-term rates of interest and yields that increased steadily with the 
life of the security, the market is now faced by a fluctuating short-term rate 
of interest and by redemption yields that increase with the life of the stock 
up to about 20 years and then fall away steadily, so that the yield on 23 per 
cent. Treasury Stock is now below the redemption yield to a life office on 3 per 
cent. Savings Bonds, 1960-70, or even on 23 per cent. Funding Loan, 1956-61. 

Investment in long-term gilt-edged might also possibly be stimulated by 
the fact that the popularity of mortgages seems to be on the decline. At the 
end of the war the life offices started to compete with the building societies 
much more vigorously than in pre-war days for house purchase business, 
which was obviously attractive during the era of ultra-cheap money, when 
they could obtain a gross yield of 4 per cent. on mortgages compared with 
under 3 per cent. on gilt- -edged. Enthusiasm for morte rages began to cool 
off, however, about a year ago; the life offices now impose considerably more 
stringent terms both about the amount advanced and the rate of interest 
(now 43 per cent. or more). Some offices are at present not accepting any 
further mortgage business at all and others have applied the brakes sharply. 
House purchase loans account for the largest part of the post-war increase in 
the investment in mortgages, but the life offices have also been offered 
substantial volume of larger loans secured on commercial and industrial 
premises; these have throughout been regarded with caution and are now 
by no means easy to place. However policy loans, which were relatively small 
during the war years and the post-war boom, are now rising sharply. This is 
toa larg ye extent due to the transfer to life offices (which are usually under a 
contractual obligation to lend 90 or 95 per cent. of the surrender value of a 
policy on request) of personal overdrafts that are ee cut down by the 
banks. In spite of the marked expansion in mortgage assets in the last few 
years, they still represent only 13.3 per cent. of tote assets compared with 
23.6 per cent. before the war. The point has now been reached, however, where 
the offices may hesitate to sell gilt-edged stocks (often at a heavy loss) to 
finance mortgages that still yield only 44 per cent. or 5 per cent. Mortgages 
are, moreover, inherently a short-dated asset because of the borrower's Heke 
to redeem at any time; this option against the lender is obviously much 
more dangerous than that incorporated in the terms of most debenture issues. 
All this is not likely to prevent a substantial part of this year’s new money 
from again going into mortgages—indeed the offices have no option as regards 
policy loans. It is likely, however, that they will be less willing to make fresh 
loans to purchasers of private houses, property owners or industrialists, and 
those loans that are made will probably be subject to stringent selection and 
will represent a smaller proportion of the valuation than heretofore. The life 
offices are not going to be an easy alternative source of finance for marginal 
borrowers who cannot now obtain the accommodation they require from the 
banks or from the capital market. 

Any survey of the likely new pattern of life office investments under the 
impact of dear money must necessarily be very tentative. The tmdications 
are, however, that the first effects have been to render mortgages less attractive 
than they were and to reduce the volume of new money that is likely to flow 
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into debentures—because the relatively short-dated debenture stocks now 
being issued are not really suitable to the life offices in view of the long-term 
nature of their liabilities. The scale of the offices’ investment in other forms 
of stock exchange security will depend partly on the extent to which the 
offices are willing to allow their cash balances to increase (and, even in the 
present unsettled conditions, the scope for this cannot be large in relation 
to the new money coming forward) and partly on the volume of their new 
investible funds. Although there are signs that new life business is much 
less buoyant this year than last, this does not mean that the increase in the 
offices’ investible funds will necessarily be much less than in 1951 (when it 
amounted to nearly £142 millions for the leading offices shown in the table); 
because of heavy initial expenses the rate of increase of investible funds in 
any one year depends principally on the rate of new business in previous vears. 

Meanwhile, if interest rates stay for any length of time at or near their 
present level, the life offices should be able to increase their bonuses to policy- 
holders. The offices are able, broadly speaking, to reduce the amount of their 
liabilities in line with the fall in the market value of their assets that must 
inevitably accompany rising interest rates, and, when this relatively painless 
operation has been carried out, they can conduct their business on a much 
more profitable basis than before. For this reason the situation was a good 
deal more worrying for them at the end of 1946 than it is now or Is likely to 
be in the coming months—provided that moratoria on the service of debentures 
and the passing or severe reduction of preference and ordinary dividends that 
were experienced in the 1931 slump do not once again become a feature of 
the economic landscape. 





Lower Profits from Fire and Accident 
Insurance 
By a Special Correspondent 


HERE was a sharp setback in the profits of British insurance offices 

last year, although their premium income continued to expand strongly. 

The estimates in the table on page 106 suggest that fire premium 
income in 1951 rose by nearly 13 per cent. to over 33 times the 1938 level, and 
accident premium income by 15 per cent. to just under three times the 1938 
level. These increases compare with increases of 15 and 18 per cent. respec- 
tively in 1950, but they represent a much bigger real accretion of business. 
The substantial increases shown in 1949 and 1950 were partly due to the fact 
that nearly all the leading offices (with the important exception of the giant 
Royal-Liverpool and London and Globe group, which still values its dollar 
business at $4.86 to the {£) started to convert their extensive foreign business 
at post-devaluation rates of exchange. Last year’s expansion, however, was 
wholly due to the world-wide upsurge of prices—and hence of insured values 
—and to a genuine increase in clientele and the amount of physical property 
covered. 
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The fact that underwriting profits declined so sharply—by more than 
one-half in the case of the leading offices—despite this expansion of business, 
was wholly due to the unprofitability of motor insurance and employers’ 
liability business. Underwriting profits on fire insurance, expressed as a 
percentage of the aggregate premium income, have been remarkably consistent 
over the last three years. Analysis of the returns of the 25 leading fire offices 
shows that their claims ratios (i.e. the proportion of their premium income paid 
out in claims) were 42.2, 43.0 and 42.0 per cent. respectively in 1949, 1950 
and 1951; the underwriting profits that emerged were 11.4, 10.3 and 10.1 per 
cent. of the respective year’s premium income. Thanks to the increase in 
premium income, the actual underwriting profits from fire business of these 
25 leading offices amounted to {17.7 millions in 1951, easily a record. An 
example of the very high insured values of goods at the height of last year’s 
commodity boom is the cover of over £25 millions that was granted on cotton 
at Karachi; this is probably the largest single fire risk with which the British 
insurance market, with the help of its extensive re-insurance facilities, has ever 
had to cope. 





FIRE INSURANCE IN I95I 

Four years ago, 70 per cent. of all non-life insurance transacted by the 
British insurance companies and Lloyd’s underwriters was on foreign account, 
and the devaluation of sterling must have notably increased this proportion. 
For this reason experience in overseas markets, and especially in the United 
States, is of much greater importance to the offices than experience at home. 
Last year, although American fire losses rose by 6.3 per cent. to $731.4 millions, 
underwriting profits from “ straight ” fire business were about normal, for the 
premium income kept reasonably in step with rising prices. The largest single 
loss from fire in the United States—and indeed anywhere—last year was a 
$15 million fire that destroyed a pier, a troopship and other property at 
Baltimore, Maryland. ‘“ Extended coverage ’’ insurance, which gives cover 
against such natural hazards as lightning, hail and windstorms, showed con- 
siderably better results in 1951 than in the previous year, although results 
differed markedly between offices—partly as a result of delayed claims arising 
from the violent windstorm that swept through the north-eastern United 
States in November, 1950. 

A significant feature of insurance business in North America last year was 
the headway made by “ multiple line” underwriting, which was legalized 
in the United States only in 1950; previously, companies transacting casualty 
insurance were not permitted to underwrite fire business, although the types 
of risk included under each of these categories were rather different from those 
underwritten in the fire and accident departments of insurance companies 
in this country. During the first five months of 1952, fire wastage in the 
United States was estimated by the National Board of Fire Underwriters at 
$346 millions, compared with $331 millions in the same period of 1950; fire 
premium income has probably expanded sufficiently to absorb higher fire losses 
of this order, and substantial increases in the premiums charged for extended 
coverage that followed the windstorm of November, 1950, should ensure that 
straight fire insurance in the United States should be at least as profitable 
this year as last (when underwriting profits amounted to about 10 per cent. 
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of premiums), while extended coverage business should yield a profit unless 
there is another exceptional catastrophe. 

Elsewhere in North America, total fire wastage in Canada fell from $ Can. 68 
millions in 1950 to $ Can. 59.8 millions in 1951, and insurers’ claims ratios 
fell in consequence; this was important to the British offices, which secured 
36.2 per cent. of total insurance premiums of $ Can. 142 millions paid by 
nationals of that country in 1951 (this compares with a British share of about 
II per cent. in the United States market). Unfortunately Canadian business 
has fared badly so far in 1952; estimated fire wastage up to the end of May 
this year was $ Can. 33.5 — compared with $ Can. 26.2 millions in the 
first five months of last oe ar. Outside North America, by far the most serious 
fire loss in 1951 was the faunas of most of the Sudan cotton crop, which 
was stored in the open at Hassa Heissa near Khartoum; the estimated cost 
was {2 millions, the full impact of which was felt by British insurers. Other 
serious fires, costing upwards of #1 million, occurred in 1951 at Georgetown 
(British Guiana), Guayaquil (Ecu ador) and Bangkok. Bush fires in Queensland 
and New South Wales also led to heavy claims, but insurance losses from the 
hurricane in Jamaica and the Kansas City floods were less than might have 
been expected; much of the property destroyed in Jamaica was not insured. 
An unhappy feature of the year was the completion of the withdrawal of British 
insurers from China, after more than a century of successful trading there. 

Fire losses in the United Kingdom and Eire, which had fallen to {19,576,000 
in 1950 from the previous record of £22,471,000 in 1949, increased again last 
year, to £23,148,000; the increase was, oe due more to higher prices 
than to any large increase in physical wastage. One of the most serious fires 
of the year—that in a railway warehouse in the City of London last December 
which led to the loss of three lives—was partly internally insured by British 
Railways. United Kingdom fire losses during the first five months of this year 
increased to £10,626,000, compared with £9,440,000 in the same period of 1950. 


ACCIDENT INSURANCE IN I9Q51 

Premium income from accident insurance was again extremely buoyant last 
year; the total premiums paid to the 24 leading offices in this branch rose 
by nearly {26 millions to 4199.2 millions. As recently as 1948, the total 
premium income of these offices was no more than {132.0 millions. But this 
record income yielded only a very slender profit—under $600,000, or no more 
than 0.3 per cent. of the total premiums. The source of the trouble was again 
motor ‘neces. which accounts for half the total accident business, and is now 
carried on at a loss in most countries. There are several reasons why motor 
insurance has long been unsatisfactory to insurers. The long-term trend of 
the accident rate—and of the associated toll of life and limb—has always been 
against them, and motor cars and commercial vehicles of all types have become 
steadily more complicated 1n design and, therefore, more costly to repair; 
post-war methods of construction, particularly of private cars, and the thinner 
gauge metal now used have also greatly increased the cost of repairing damage 
arising from relatively minor accidents. The main causes of last year’s serious 
underwriting losses, however, were the soaring cost of motor repairs all over 
the world and the inflated court awards to third parties in consequence of 
the general inflation that followed the outbreak of the Korean war. Motor 
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insurance premiums are assessed mainly according to the horsepower of the 
vehicle, the use to which it is put and the area in which it is garaged, instead 
of according to the value of the insured vehicle; increases in claims costs can, 
therefore, be met only by increases in premium rates—and these tend to be 
too small and much delayed. Motor insurance premium rates were increased 
in this country by 125 per cent. on the first renewal date following June 1, 
1951; this increase (which had little effect on the 1951 premium income) 
was thought at the time, and has since definitely been proved, to be quite 
insufficient. A further increase in the near future is inevitable. 

Experience in motor insurance was even worse in the United States than 
at home. Immediate increases in motor insurance premium rates were granted 
in New York and other States about the middle of 1951 by the respective 
Superintendents of Insurance; this was an important departure from the 
previous procedure under which rate increases were granted only after long 
haggling and delay. Nevertheless, further increases of about 20 per cent. in 
private car premiums throughout the United States have had to be applied 
for recently. The pattern of underwriting losses and rate increases has been 





AGGREGATE NET PREMIUM INCOME OF INSURANCE COMPANIES ESTABLISHED 
IN GREAT BRITAIN 


Index of Index of [Index of 

Year Fire expansion Accident expansion Total expansion 

4mn. (1935 = 100) mn. (1938 = 100) fmn. (1938 = 100) 
1935 ss ~ 49.5 LOO 79,9" 100 126.6* LOO 
1090 —Cti«ts re 49.0 100 74.6" 97 124.2* ads 
1944 _ a 05.0 131 79-3 103 144.3 114 
1945 ie Ks 71.8 145 535.7 115 160.5 [27 
1940... 55.3 175 111.1 144 199.4 155 
1947 . ~« 705.6 219 142.4 IS5 251.0 195 
1945 su 1 Se 255 153.1 199 280.7 232 
1Q49 o* a 140.2 295 1090.9 220 310.1 250 
1950* ne _ 1607.9 339 200.3 260 3638.2 2G] 
wosE* (Ca. .. 189.5 383 230.3 299 419.8 332 


* Figures up to 1949 are from official Board of Trade returns. Figures for 1950 and 1951 
are estimated from returns of offices transacting between 85 and 95 per cent. of fire and accident 
business in 1949. 
the same in other countries. The worst may now be over, but insurers will 
be lucky if they break even on their motor account this year. Next year there 
is hope of at least a slender profit. 

Employers’ liability insurance also resulted in underwriting losses both in 
this country and in the United States last year. In both countries increasing 
court awards were a serious problem, but at home the position was further 
aggravated by the inadequacy of the premium rates fixed in 1948. When the 
State took over the liability that had previously rested on employers under 
the Workmen’s Compensation Acts, the cost of the remaining liability at 
common law was under-estimated; this has been rising continuously, particu- 
larly since the passing of the Legal Aid and Advice Act, 1949, which made it 
much easier for employees to sue their employers for damages. In addition, 
the old defence of “‘ common employment ”’ is no longer available to employers. 
Substantial increases in the rates of premium for employers’ liability insurance 
in this country were made earlier this year for many classes of risk, mainly in 
trades that use a great deal of machinery. 

Profits from other classes of accident business—from personal accident, 
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burglary, public liability, engineering and other miscellaneous classes of 
insurance—were about normal last year; they sufficed to wipe out the losses 
on motor and employers’ liability insurance with a very small margin to spare. 
Some decline in the losses from burglary and theft was apparent in 1949, but 
the spate of heavy claims in the earlier post-war years has unfortunately 
recurred in recent months. Incidentally, only part of the loss in the recent 
spectacular mail van robbery of used bank notes fell upon the insurance 
market; a substantial proportion was borne by the internal funds of at least 
one of the banks involved. 

No review of fire and accident insurance would be complete without 
reference to the results of Lloyd’s underwriters—that stronghold of private 
enterprise where each underwriter is personally liable to the full extent of his 
private resources under each of his insurance contracts. In 1951, Lloyd's 
non-marine premium income amounted to £95.8 millions, compared with £86.1 
millions in 1950. The method of accounting adopted by Lloyd's 1s entirely 
different from that followed by the insurance companies, since each year’s 
account 1s separated and kept open for three years. The 1949 account was, 
therefore, closed at the end of last year. Comparisons based on it and on the 
account closed at the end of 1950 make it clear that, in spite of the fact that 
Lloyd's rates are cut very fine, their results for 1948 were better than those of the 
companies and those for 1949 (a very good year for both) were about the same. 

It is always difficult to make forecasts about the trend of profits in any 
one year in an industry such as insurance, which exists to provide against 
unpredictable hazards. So long as there are no abnormally costly catas- 
trophes in the second half of this year, however, and provided the hurricane 
season in America is not an unusually costly one, the indications are that 
fire insurance should yield satisfactory profits in 1952. In addition, accident 
underwriting profits in 1952 should, at worst, be considerably higher than last 
year—which is not saying a great deal. The insurance companies in these 
classes of business, like the life offices, should also gain from higher interest 
earnings this year. Non-life assets are necessarily held in shorter term stocks 
than life assets and many of them are held abroad; they escaped from serious. 
depreciation until last year, when so short-term a British security as National 
War Bonds, 1954-56, fell by 3.4 per cent., and when United States Government 
bonds were unpegged. The non-life offices had, however, a much larger margin 
between the market and book value of their assets than the life offices at the 
end of last year. The explanation of this lies largely in the fact that offices 
transacting non-life business in the United States (which most of the leading 
otces do, in varying degrees) have always held dollar assets that substantially 
exceed their dollar habilities—in accordance with United States custom and 
law. After sterling’s devaluation these offices therefore enjoyed a substantial 
uncovenanted appreciation in the sterling value of their surplus dollar assets. 
50 long as the companies continue to operate in the United States and Canada, 
however, these surplus assets (which are required to maintain policyholders’ 
surpluses and to satisfy stringent statutory provisions about unexpired risks 
and outstanding claims) cannot be withdrawn; in some of the American States 
they are obligatory and everywhere they are essential in competition with 
American companies, because the insuring public pays considerable attention 
to them as a measure of an office’s strength. 
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Bankruptcy : Absence from England 
By Spencer (,. Maurice 


debtor who, with intent to defeat or delay his creditors, departs out of | 


Seete 1 (1) (d) of the Bankruptcy Act, 1914, provides, inter alia, that a 


England (which, in this connection, appears to include Wales), or, being out | 
of England, remains out of England, commits an act of bankruptcy. The pur. | 


pose of this article is to consider, in the light of several recent decisions in the 
Courts, first, whether these particular acts of bankruptcy can be committed by 
foreigners (and this will entail consideration of the position of foreigners in 
regard to acts of bankruptcy committed abroad generally) ; and, secondly, 
what matters are material in deciding whether the necessary intent to defeat or 
delay creditors is present. 

Sect. 1 (2) of the Act defines a debtor as including, unless the context other- 
wise implies, any person, whether a British subject or not, who, at the time when 
any act of bankruptcy was done or suffered by him, (a) was personally present 


in England, or (b) was ordinarily resident or had a place of residence in England, | 
or (c) was carrying on business in England personally or by means of an agent or | 
manager, or (d) was a member of a firm or partnership that carried on business | 


in England. By Sect. 4 (1) (c) and (d) it is provided that a creditor shall not be 
entitled to present a bankruptcy petition against a debtor unless the act of 
bankruptcy on which the petition is grounded has occurred within three 
months before the presentation of the petition, and either the debtor is domi- 
ciled in England, or within a year before the presentation of the petition the 
debtor ordinarily resided or had a dwelling-house or place of business in 
England, or the debtor carried on business in England personally or by an 


agent or manager (except in the case of a person domiciled in Scotland or | 


Ireland or a firm or partnership with its principal place of business in Scotland 
or Ireland), or (except as aforesaid) the debtor has, within the same period, 
been a member of a firm or partnership that has carried on business in England 


by means of a partner or partners, or an agent or manager. In this connection | 


it is material to observe that it was decided by the Court of Appeal in Chancery 


in Ex parte Bunney ; In re Bunney (1857), 1 De G. and J. 309, that the fact | 


that a man has departed out of England with intent to defeat his creditors, 


thus committing an act of bankruptcy, does not prevent his remaining out of | 


England with that intent from being a continuing act of bankruptcy on which 
a petition may be grounded. In that case it was unsuccessfully argued on 
behalf of the debtor that where time had run so that it was no longer possible 
to base a petition on the act of departing out of England it was not permissible 
to base it on the act of remaining out of England. 


In view of Sects. 1 (2) and (4) (1) (c) and (d), it would appear to be difficult | 
| + } PI 


to argue that a foreign national domiciled abroad cannot be guilty of an act ol 
bankruptcy if that act is committed out of England. But the Bankruptcy Act, 
1883, contained no definition of the word “ debtor ’’, and in a case under that 
Act, Cooke v. The Charles A. Vogeler Company [1go1], A.C. 102, where a citizen 
of the United States of America, trading in England but resident in New York, 
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executed there a deed of assignment of his property to trustees for the benefit 
of his creditors generally, and it was contended that he had thus committed an 
act of bankruptcy within the meaning of Sect. 4 (1) (a) of the Act of 1883 (now 
Sect. I (1) (a) of the Act of 1914), the House of Lords decided that the Court of 
Bankruptcy had no jurisdiction to make a receiving order. In Jn ve Debtors 
(No. 836 of 1935) [1936], Ch. 622, where the facts were similar, the Court of 
Appeal considered itself bound by Cooke v. The Charles A. Vogeler Company, in 
spite of Sect. I (2) of the Act of 1914. 

The debtor in Theophile v. Solicttor-General |1950), A.C. 186, was a Ruma- 
nian citizen trading in England, who was indebted to the Crown in respect of 
unpaid excess profits tax. On October 31, 1946, he left England for Eire, and he 
disposed of his business in England at the end of 1946. He was still residing in 
Eire when, on November 14, 1947, a bankruptcy petition was presented at the 
instance of the Crown on the ground that, being out of England, he had re- 
mained out of England with intent to defeat or delay his creditors. The debtor, 
while not denying that there was prima facie evidence that in leaving England 
for Eire he intended to delay or defeat the Crown, argued that Sect. 1 (2) of 
the Act applied only in the case of a British subject, or a person domiciled in 
England, or in a case where the act of bankruptcy relied on was committed in 
England. He said that he was a foreign national domiciled abroad, and that, 
as he had remained out of England, the alleged act of bankruptcy had not been 
and could not be committed in England. He placed considerable reliance on 
In ve Debtors (No. 836 of 1935). 

In the Court of Appeal (where the case is reported sub nom. In re a Debtor 
(No. 335 0f 1947), Ex parte H.M. The King v. The Debtor {1948], 2 All E.R. 533) 
Lord Greene, M.R., had pointed out that the act of being out of England and 
remaining out of England could be committed only by someone abroad. Lord 
Porter (with whom the other noble and learned Lords agreed) said that that 
fact, coupled with the definition of a debtor as including “ any person, whether 
a British subject or not ’’, made it impossible to argue that the particular act 
of bankruptcy consisting of being out of England and remaining out of Eng- 
land, with the intention of defeating or delaying creditors, could not be com- 
mitted by a foreigner. 

It is noteworthy that the House of Lords neither approved nor disapproved 
In re Debtors (No. 836 of 1935). Whether that case is still good law is question- 
able, but there are grounds for saying that it is, although it may not be applic- 
able to every case where a foreign national executes a deed of assignment of his 
property for the benefit of his creditors generally. Support for this proposition 
comes from the suggestion of Lord Greene, M.R., in In re a Debtor (No. 335 of 
1947) that whether or not a conveyance or other transfer of property made 
abroad amounts to an act of bankruptcy within the meaning of Sect. 1 (1) (a) 
of the Act of 1914 depends on the proper law of the conveyance. Where the 
conveyance relates to property situated in the domicil of the foreign debtor, it 
seems that it will be governed by the law of the domicil, and that the English 
Court will accordingly have no jurisdiction in bankruptcy. This view, which 
accepts In ve Debtors (No. 836 of 1935) as still being good law, draws support 
from the fact that, as execution can be levied only in England, a conveyance 
of property abroad will not in any way defeat or delay creditors. Where, how- 
ever, the conveyance relates to property in England, it would appear that the 
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transaction will be governed by English law. If this is a correct statement of 


the law, presumably exactly the same rules would apply in the case of a fraudu-/ 
lent transfer within the meaning of Sect. 1 (1) (b) of the Act, and a transfer or} 


charge that would be void as a fraudulent preference if the debtor were adjudged/ 
a bankrupt within the meaning of Sect. I (1) (c). On the other hand, non-/ 
compliance with a bankruptcy notice (Sect. 1 (1) (g) ) and notice of suspension 
of payment (Sect. I (1) (1) ), which do not involve any question of a contract, / 
and, therefore, do not raise the question of the proper law, seem more closely} 
related to the acts of departing out of and of remaining out of England dealt} 
with in Sect. 1 (1) (d), and it is submitted that Theophile Vv. Saliciien. General 
would be applicable to them. The acts of bankruptcy dealt with in paras} 
(e) and (f) of Sect. I (1) cannot be committed abroad, so that in respect to them| 
the question of jurisdiction over foreigners domiciled abroad does not arise. 
It is, then, clear, in view of Theophile v. Solicitor-General, that the acts of 
bankruptcy consisting of departing out of England and, being out of England, 
remaining out of England, with the intention of defeating or delaying creditors, 
can be committed by a a foreigner domiciled abroad, as well as by a British sub-| 
ject, whatever may be the position in regard to the other acts of bankruptcy 
specified in Sect. 1 (1) of the Act of 1914. . 
But ordinarily there is nothing nefarious about departing or remaining out} 
of England, and it has been accepted since the decision of the Court of Appeal 
in Chancery in In ve Wood (1872), L.R. 7 Ch. 302, that in order to found a 
bankruptcy petition upon such an act, it must be proved that in so departing| 
the debtor acted with the intention, as a matter of fact, of defeating or delaying 
his creditors, and each case must, therefore, depend for its decision upon its own 
particular facts. Accordingly, the fact that the debtor is a foreigner domiciled f 
abroad may in practice make it more difficult for the petitioning creditor tof 
prove that his departure from England, or his remaining out of England, was? 
accompanied by an intent to defeat or delay his creditors. : 
The importance of domicil was recognized by the Court of Appeal in Chan-| 
cery in Ex parte Crispin ; In re Crispin (1873), L.R. 8 Ch. 374, where the Court § 
held that no act of bankrupcy had been proved to have been committed by 3 
Portuguese national, domiciled in Portugal, who had left England after being} 
served with a writ in respect of a debt contracted there and returned to Portu- 
gal. Mellish, L.J., observed (at pp. 381, 382) : “‘ If a domiciled Englishman, | 
who is being pressed by his creditors, and has been served with a writ, were to F 
leave England, and so to escape being served with a debtor’s summons, there/ 
would be strong evidence that he intended: to defeat or delay his creditors, | 
because England is the proper, if not the only place for him to be made bank-| 
rupt in, and if he cannot pay his debts he has no right to avoid being made a/ 
bankrupt there. But we do not think the same reasoning applies to a foreigner | 
who has come to England for a temporary purpose and leaves England to 
return to his own home. He can be followed to his own country, and his own} 
country may be the most convenient place for the distribution of his property f 
among his creditors’’. : 
A year later the same learned Lord Justice gave judgment in Ex part} 
Goater ; In ve Finney (1874) 30 L.T. 620, where the debtor was a domiciled F 
Englishman who departed to the South of France. The Court of Appeal in 
Chancery refused to accept his plea that he went there for the sake of his health 
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off | and found that he must know full well that the necessary consequence of his 
lu} leaving England would be the defeat or delay of his creditors, who would be 
‘or! unable to issue debtors’ summonses, or—in respect of two bills of exchange 
edi that the debtor ought to have met—to adopt the summary process under the 
omn-— Bills of Exchange Act, 1882. On the other hand Ex parte Brandon ; In re 
ions © Trench (1884), 25 Ch. D. 500, shows that domicil is not necessarily all important, 
ct} ifan English debtor has a permanent residence abroad. In that case the debtor, 
ely) adomiciled Englishman, habitually resided in France with his wife and family. 
alt’ Ona visit to England he by chance encountered a creditor who asked why the 
val debt had not been paid, and the debtor replied that he thought that by remain- 
as} ing abroad he would be able to settle more easily the claims of his English 
em! creditors. He then returned to France, and the creditor presented a bankruptcy 


| petition against him, alleging that he had remained out of England with intent 
off | to defeat or delay his creditors. The Court of Appeal held that not even the 








id{|  debtor’s conversation with his creditor was sufficient evidence to show that, 
Ts, when residing in his home in France, he was doing so in order to defeat or delay 
1b- | his creditors. 
cyt In ve Campbell ; Ex parte Campbell (1887), 4 Mor. 198, was another case 
"| where a domiciled English debtor remained out of England. In that case the 
wit? creditors agreed to the debtor’s remaining in Central America in order that he 
eal/ might realize his assets there. Had he given the appearance of genuinely trying 
1a) to meet his debts he might have avoided an order of adjudication, but he failed 
ng} to keep in touch with his creditors, and this circumstance, coupled with others 
ng} (including the refusal by his solicitors to accept service of a writ) led Mathew 
vue and Cave, JJ., in the Divisional Court of the Chancery Division, to hold that 
eif there was ample evidence of an intention to remain out of England for the 
tof purpose of defeating creditors. 
as 0 Shortly after Theophile v. Solicitor-General was decided by the House of 
| Lords, Jn re Cohen (a Bankrupt) ; Ex parte the Bankrupt v. Inland Revenue 
ne| Commissioners and Another [1950], 2 All E.R. 36, came before the Court of 
rt | Appeal. The debtor in that case was domiciled in France and returned there 
‘af after staying some nine years in England and becoming heavily indebted to 
ng} the Crown in respect of taxes. The Inland Revenue Commissioners started 
ut bankruptcy proceedings, alleging that the bankrupt had departed out of Eng- 
n! land with the intention of defeating or delaying his creditors, and an order of 
to) adjudication and a receiving order were duly made. The debtor made applica- 
re | tion for the rescission of the orders and, when that was refused, appealed to the 
S| Court of Appeal, resting his case upon the proposition that the Court could not 
properly infer that an alien who did no more than leave England and return to 
a his home did so with the intention of defeating or delaying his creditors whom 
et} heleft behind in England. The Court of Appeal, however, refused to accept this 
tof argument, and dismissed the appeal. 
me A material consideration in I re Cohen was that the debt was due in respect 
y—oftaxes. Mellish, L.J., in his judgment in Ex parte Crispin cited above, con- 
| templated the creditor’s being able to follow the debtor abroad and press for 
a payment there, and so did Lord Selborne, L.C., in Ex parte Brandon. Since, 
d— however, it is not the practice of states to enforce the revenue laws of other 
nf States, it was not open to the Crown to follow the debtor in Jn ve Cohen. It 1s 
_ accordingly submitted that, if the debt is unenforceable out of England, there 
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will always be a strong presumption, whether the debtor is domiciled in England 
or abroad, that when he goes out of England he goes with the intention of 
defeating or delaying his creditors. Certainly the Court of Appeal appears to 
have been of this opinion in Ju ve Cohen, and to have been influenced by the 
unenforceability of the debt out of England. Since the debtor in Theophile v. 
Solicitor-General did not deny that there was prima facie evidence of an inten- 
tion to defeat or delay creditors, the circumstance that the debt was for taxes 
did not have to be considered. But it is clear that as the unenforceability of the 
debt out of the jurisdiction is cogent evidence of an intention to defeat or delay 
creditors in a case where the debtor returns to the country of his domicil, it is 
a fortiort so when, as in Theophile v. Soltcitor-General, he goes, not to the 
country of his domicil, but to one with which he has no connection at all. 

In the recent case of In ve a Debtor (No. 360 of 1951) ; Ex parte The Debtor 
v. National Provincial Bank, Limited, and Another {1952|, 1 All E.R. 519, the 
debtor, like the debtor in Jn ve Campbell, remained out of England in a country 
in which he had assets that might be used for payment of his English creditors. 
But in two ways In re a Debtor (No. 360 of 1951) is essentially different from Jn 
ve Campbell : first, the debtor was an American citizen and it was to the 
United States that he departed and it was there and in Canada that he re- 
mained ; secondly, he was able to show that after his departure he had paid 
various debts, of not inconsiderable amount, in England, and he said that he 
could, if given reasonable time in which to develop his business and to obtain 
the help of relatives and friends, pay all his debts in full. The petitioning 
creditor sought to find in the payment of certain creditors in England a pre- 
ference that would in itself have amounted to an act of bankruptcy under 
Sect. I (1) (c) of the Act of 1914, but the Court took the contrary view that the 
payments were cogent evidence of the debtor's intention to pay his creditors as 
and when he could. Furthermore, once it was conceded that the act of depart- 
ing from England was not nefarious, the fact that the debtor’s absence in 
America was prolonged by his engaging in business there in the hope of being 
able to pay his creditors was not evidence of an intent to defeat or delay 
creditors by remaining out of England. 

The debtor in Jn re a Debtor (No. 360 of 1951) was a prospective beneficiary 
under his mother’s will, but would be deprived of this benefit 1f he were made 
bankrupt. The case is not very fully reported, and it is not apparent whether 
the Court of Appeal took into account the defeasible nature of this interest but 
it is worth noting that in the rather similar circumstances of Jn re Otway 
'1895]|, 1 O.B. 812, where the debtor’s sole asset was a life interest that would 
cease on bankruptcy, the Court of Appeal dismissed the petition. 

While it must be emphasized that it is impossible to lay down any hard and 
fast rules, it is apparent from the cases referred to above that the evidence of 
intention to defeat or delay creditors is stronger in a case where a domiciled 
Englishman goes to a foreign country or a foreigner leaves England to go toa 
country not his own than in a case where a person domiciled abroad returns to 
the country of his domicil. But, on the one hand, an Englishman may uphold 
the innocence of his act by showing that by remaining abroad he will be able 
better to pay his debts, as in Ex parte Brandon, and, on the other hand, the 
unenforceability of the debt, as in the case of Jn ve Cohen, may be evidence that 
when a foreigner departed to his home he did so with nefarious intent. 
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International Banking Review’ 


Argentina 


HE Central Bank has laid down new rulings that are designed to “ unify”’ 
the requirements for the opening and closing of current accounts throughout 
the Argentine banking system. 


Australia 


The Prime Minister, Mr. Menzies, has indicated that the Commonwealth 
Government will not go beyond limits already stated in supporting the States 
works programmes for 1952-53. He emphasized that the requirements of financial 
and economic stability would have to be served as well as those of development. 

Under an agreement negotiated by Mr. Menzies during his visit to the United 
States, Australia is to receive a loan of $50 millions from the World Bank, for the 
purchase of machinery required for capital development projects. Interest is 
payable at 4} per cent. and the loan is to be redeemed in 20 years. 

The discussions in London between Mr. Menzies and British Ministers resulted 
in agreement in principle on two points—the extent to which Australia can buy 
defence material from Britain and the granting of a high priority to food produc- 
tion in Australia. 

Figures released by the Federal Treasurer, Sir Arthur Fadden, show that the 
Commonwealth had a budget surplus of {A 98.5 millions in the year to June 30, 
1952; this was some {A 16 millions less than was expected when the estimates 
for the year were drawn up. Revenue at £A 1,003 millions was £A 39 millions below 
estimate, while expenditure, at {A 903 millions, was {A 24 millions below it. 

The Federal Government has offered holders of the {11.8 millions of 33 per 
cent. 1950-52 stock, which falls due for redemption on September 15 next, con- 
version into a new 43 per cent. loan dated 1960-62. The new stock was issued 
on the London market at {98 and cash applications were invited on the same basis, 
but 31 per cent. was left with the underwriters. 


Austria 


Under an agreement concluded with the British authorities, Austrian assets 
in the United Kingdom have been released. Assets expressed in money terms will 
be transferred to the Austrian Government on the understanding that the Austrian 
owner will be compensated in local currency. Other property will be handed over 
to the Austrian owner. The Austrian Government has undertaken to facilitate 
the settlement of pre-war sterling debts and to make sterling available for transfer 
for that purpose to an amount at least equal to that passing to the Austrian 
Government under the agreement. 


Brazil 


The International Bank for Reconstruction and Development has announced 
that it is making two new loans to Brazil—one of $25 millions for the development 
of a power supply project in Rio Grande du Sol and one of $12.5 millions for 
rehabilitating the Central de Brasil Railroad. In making the loans the World 
Bank drew attention to the fact that the Brazilian Government was giving support 
to legislation for the establishment of a free foreign exchange market, which 
would be open to capital transactions and which would nullify some of the restric- 
tions on the withdrawal of foreign capital and foreign investment earnings from 
the country. 
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* Other current international banking news is discussed in ‘‘A Banker’s Diary ’’, on pages 57-62 
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A joint United States-Brazilian organization has been set up to promote 
investment and finance new capital projects in Brazil. It has an initial registered 
capital of cruzeiros 50 millions ; the Chase National Bank and the International 
Basic Economy Corporation have provided 52 per cent. of the capital and the 
remainder is being subscribed by twelve Brazilian banks. 

Bulgaria 

The Bulgarian authorities have announced a currency “ reform ”’, which 
tightens the existing links between the Bulgarian leva and the Russian rouble. 
Exchange rates have been revised; the new rates are 19.04 levas to the {, 6.80 
levas to the $, and 1.70 levas to the rouble. 


Burma 
The Union Bank of Burma Act became effective at the beginning of July. It 
establishes a new monetary unit known as the “ Kyat ”’ as the standard of exchange. 
The ‘‘ Kyat” has been given a value equal to that of the existing rupee, but it is 
divisible into 100 new units known as “ Pyas’”’. The Act also dissolves the Burma 
Currency Board in London and vests the Union Bank of Burma with the full 
status of a central bank. 


Canada 
The President of the Canadian Bankers’ Association, Mr. L. G. Gillett, declared 


at the Association’s annual meeting that if costs continued to rise the banks 
might have to look for an increase in revenue through increases in lending rates. 


Ceylon 

The Budget statement for 1952-53 shows that the Government intends to 
cover an estimated deficit of Rs. 35 millions from unappropriated surpluses. No 
increases are to be made in direct or indirect taxation. Ina review of the country’s 
general economic situation, the Finance Minister, Mr. Jayawardene, stated that 
Ceylon’s foreign exchange reserves were abundant, and that there was no difficulty 
in maintaining the exchange value of the rupee as the note issue was fully covered 
by holdings of foreign exchange. The Minister promised that the Government 
would give urgent consideration to the possibility of revising export duties on 
commodities in view of allegations that they were impeding exports. 


Egypt 

Steps taken to meet the deterioration in the country’s external payments 
position include the suspension of all credit facilities for imports, and banks have 
been instructed to demand full payment in local currency for the provision of 
foreign exchange. The Finance Ministry has issued a long list of articles that will 
henceforth be subject to import permits from the Exchange Control authorities. 
No permits will be required for imports from countries with which Egypt has 
bilateral payments agreements—France, West Germany, Switzerland and certain 
Russian satellite states—but the main.aim of the new restrictions is to cut down 
Egypt's sterling expenditure. The sharp contraction in British purchases of 
Egyptian cotton during the current season has severely depleted the sterling 
available in Egypt’s unblocked No. 1 Account at the Bank of England. 


France 
A new body, the “Comite d’action France-Zone Sterling’’, has been set up, 
with the participation of French Chambers of Commerce, trade associations, 
banks and shipping companies. Its object is to stimulate trade between the 
sterling area and the French franc area. The chairman, M. Bienaimé, has stressed 
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that the sterling area is France’s most important supplier of raw materials and 
that restrictions on imports of such goods into France could not be contemplated. 
France must, therefore, make every effort to expand exports to the sterling area. 
France has been granted a credit of $200 millions by the U.S. Export-Import 
Bank. This credit is intended to enable France to realize at an early date the 
dollar proceeds of defence contracts to be placed in France under the Mutual 
Security Programme as well as to facilitate trade between it and the United States. 
The credit will bear interest at 2? per cent. and is due to be repaid by mid-1954. 
Export subsidies have been extended by further abatement of social security 
payments and tax charges on a wide range of manufacturers producing for export. 


Germany 


The chairman of the German Central Bank, Herr Vocke, has stated that 
Germany has so strengthened her economic and financial position that she would 
undoubtedly be able to bear the burden of her defence obligations. The next 
stage of the economic reconstruction plan would have to include the suspension 
of the present “‘ freeze ’’ on dividends, the abolition of control over capital issues 
and the freeing of the interest rate on long-term investment activities. These 
three measures, taken together, would restore a genuine capital market. 

The Government is introducing new legislation that will make many classes of 
German Government bonds free of tax, and will also provide for substantial tax 
concessions on certain other official and private capital issues. 

It is reported that plans are being drawn up by the Ministry of Economic 
Affairs for an intensification of the German export drive. The proposals under 
consideration are an increase in the turnover tax refund from 24 to 44 per cent. for 
finished export products, the issue of debentures carrying special tax concessions 
by the Frankfurt Exportkredit Bank and the use for export financing (on a short- 
term basis) of funds accumulated under social insurance and similar schemes. 
There may also be an increase in the premiums allowed on the exchange proceeds 
of exports to certain dollar countries. 


India 


The Government has announced a tightening of restrictions on imports to 
remedy the payments deficit, which is stated to have caused a fall of nearly {100 
millions in Indian sterling balances since the beginning of 1952. The cuts are 
concentrated on goods originating in non-sterling countries, and many categories 
of goods previously on the open general licence list have been transferred to the 
“soft currency ’’ category. Imports of capital goods, however, are to continue to 
receive encouragement irrespective of the country of origin. 

A World Bank mission has decided to recommend the Bank to make a loan 
for the immediate expansion of India’s iron and steel industry. 


Iraq 
A new monetary agreement concluded with the British Government continues 
Iraq’s status as a member of the sterling area. Iraq’s blocked sterling balances, 
which now amount to some £23 millions, will be released on the understanding 
that the Iraq Government will continue to hold them as part of the cover for the 
country’s currency. 


Indonesia 


The Government has abandoned the free “ dollar premium ”’ exchange system 
introduced early in 1952 as part of a general overhaul of the foreign exchange 
system. The value of the dollar certificates is no longer allowed to fluctuate 
on the basis of supply and demand, but is now fixed weekly by the Central Bank, 
The new weekly rate will, however, be determined after taking account of the 
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supply and demand for dollars and the premium for the dollar as indicated by 
rates quoted for sterling in free market transactions. The new regulations 
stipulate that exporters shall receive rupiah credits from their banks instead of 
dollar certificates. The change in policy is said to be intended to help small 
traders who have been at a disadvantage in free market trading. 


Israel 


Import-export licensing procedure has been revised to facilitate the import of 
raw materials and encourage the export of finished products. In future import 
licences will be granted for raw materials to all manufacturers working for export, 
provided the foreign exchange required for the purchase of such raw materials 
does not have to be provided by the Israeli authorities. Another condition is that 
the materials are in fact used to produce export goods. The exchange proceeds 
of exports arising from this scheme will be placed in special accounts in a designated 
bank in the name of the Commerce Ministry. <A second account will be opened 
in the manufacturer’s name and will be credited with a sum equal to the cost 
of the raw materials. Certain proportions of these sums will be handed over to 
the manufacturer for use in increasing his revolving capital, for financing imports 
of equipment and raw materials needed for goods to be sold on the local market, 
and for remitting profits to approved foreign investors. 

The Government’s economic policy has been strongly criticized by the chairman 
of the Bank Leumi Le-Israel, now acting as the Israeli central bank. He said 
that the system of linking wages with the cost of living was tending to nullify the 
Government's disinflationary measures. He also criticized the triple exchange rate 
system. 


Japan 

The Finance Ministry has announced that Japan is applying for membership 
of the General Agreement on Tariffs and Trade. Consultations have already begun 
between Japan and other Governments to draw up new trade agreements in case 
the Japanese application is granted. 

An international conference to secure a settlement of Japanese pre-war foreign 
debts has opened in New York. 

A Foreign Exchange Control Board announcement reveals that by the end of 
June Japan’s sterling holdings had risen to {126.9 millions, compared with {90 
at the end of 1951. Dollar balances were standing at $671.4 millions and balances 


BANK MELLI IRAN 
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with ‘“‘ open account ” countries at the equivalent of $134.6 millions. 

The Finance Minister has declared that the Government will formulate long- 
range policies only for such key industries as power supply, coal, iron and steel. 
The policies of other industries will be left to be determined by private enterprise. 


Lebanon 


A Government decree has abolished the ruling that concessionary companies 
(mainly oil concerns) must purchase 80 per cent. of their local currency needs at 
the official rate. The companies are now to be permitted to obtain their full 
requirements in the free market. The official rate is now only used for certain 
official transactions, and the fluctuating free rate applies to all commercial and 
financial dealings. 

A recent Act of Parliament authorized the establishment of a new bank— 
La Banque Federale du Liban S.A.L. Its main office is in Beirut, and it has a 
capital of Lebanon £7 millions. 


Netherlands 

The Government has approved modifications of the regulations governing 
foreign exchange transactions. The new system, which is at first to apply only 
to transactions in sterling and French francs, permits Dutch banks to arrange 
deals with their clients between the official buying and selling rates established by 
the Netherlands Bank. Forward trading in sterling and French francs is also 
being permitted between the foreign currency banks and between the banks 
and their clients. The previous rule channelling all forward deals through the 
Bank of the Netherlands has been discontinued. The banks have also been 
permitted to undertake business in sterling and French francs with banks in the 
sterling and French franc monetary areas, on a bilateral basis. 


Pakistan 


Pakistan showed an adverse trade balance of Rs. 105 millions in the first 
quarter of this year; of this, Rs. 41 millions was with the dollar area. Rs. 131 
millions (about £14 millions) had to be drawn from sterling balances during the 
quarter. 

Pakistan has been granted a dollar loan of $20 millions under President 
Truman’s Point 4 scheme. 

The duties on imports of cotton piece-goods have been raised to 60 per cent. 
for all goods other than those originating in the United Kingdom; the latter will 
pay about 55 per cent. The adjustments are intended to help balance the budget 
and to protect the Pakistan cotton industry. Both the export duty on, and the 
prices of, jute goods have been cut in an effort to dispose of large accumulated 


Stocks. 
Rhodesia 


Southern Rhodesia has launched a 5 per cent. ‘“‘ tap’ loan in order to close 
the gap of about £6 millions on loan vote account. In the first month after the 
lists opened in mid-May {1.6 millions of the new stock was applied for, with go 
per cent. of the demand coming from sources within the Colony. The loan is 
being issued at par and is redeemable between 1972 and 1977. 

A Fiscal Commission has been set up to investigate financial problems associated 
with the draft scheme for the federation of the two Rhodesias and Nyasaland. 
It is under the chairmanship of Sir Jeremy Raisman, vice-chairman of Lloyds Bank. 


South Africa 
The U.S. Export-Import Bank is to lend $20 millions to the South African 
Electric Supply Commission for the purchase of American generators. These 
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generators are to be used to help to expand the Union’s uranium production. 
The loan carries interest at 4 per cent. and is repayable over 18} years. 


Switzerland 


A Government scheme for financing additional defence expenditure by means 
of a general increase in taxes has been rejected by public plebiscite. The Govern- 
ment has announced that the re-armament programme will go on but that it will 
have to work out a new method of providing the necessary funds. 


United States 

The Tariff Commission has rejected an application for increased import duties 
on foreign motor cycles and motor cycle spare parts. 

Official returns show that the fiscal year to June 30, 1952, closed with a deficit 
of $4,017 millions. 

The chairman of the President Truman’s Council of Economic Advisers, Mr. 
Leon Keyserling, has forecast that the recent speed-up of American business 
activity will continue through the second half of 1952 and the first half of 1953. 
He does not expect this trend to be accompanied by a new inflationary movement, 
but believes that the price level will be relatively stable during the next twelve 
months. 

The joint Congressional sub-committee appointed in 1951 to consider Treasury- 
Federal Reserve Board differences on monetary policy has completed its task. 
A majority report suggests that the present general inter-dependence between the 
two institutions, as laid down in the 1951 gentleman’s agreement, should be 
broadly maintained, and that no further legislation is necessary to strengthen the 
status of the Board or to delineate its authority. A minority report calls for a clear 
legislative mandate to the Federal Reserve Board, making it fully responsible for 
the country’s monetary policy and free from all forms of interference by the 
Treasury. 





Letter to the Editor 





DEAR SIR, 

My attention has been drawn to the article which appeared in your June 
issue on the “ Scottish Banks and the New Monetary Policy’’. Mr. Taylor has, 
unfortunately, given the impression that the basis of the recent Arbitration Award 
in regard to the “ Cost of Living ”’ is known to the Central Council. I wish to 
make it clear that no knowledge of the basis of this Award is in the possession of 
my Committee whose information is exactly the same as the individual members 
of the Staff Associations. 

I shall be obliged if you will publish this letter as my Council are most anxious 
to correct the impression that they are trying to withhold information from their 
members. 

Yours faithfully, 
J. S. A. BUCHANAN. 
Secretary, Central Council of Scottish 
Bank Staff Associations. 
Edinburgh. 


We do not think that Mr. F. S. Taylor’s article, if read as a whole, should have 
conveyed any such impression as the Central Council fears. In any case, our 
Scottish readers were doubtless well aware that the staff representatives on the 
Ep. 


Arbitration Board were not members of the Central Council. 
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Appointments and Retirements 





Barclays Bank—Ov,v/ord, Local Head Office: Mr. S. E. Bolitho to be local directors’ assistant. 
Reading, Local Head Office: Mr. R. T. Pease, from head office, to be local directors’ assistant. 
New Malden: Mr. T. A. Johnson, from Tulse Hill, to be manager. Plumpstead Common Rd.: 
Mr. L. P. R. Martin to be manager. Southgate, Chase Side: Mr. F. A. Cook, from head office, 
to be manager. Tottenham, South: Mr. C. W. P. Moss, from Southgate, to be manager. Tulse 
Hill: Mr. R. F. Bridal, from Stepney, to be manager. West Ealing: Mr. L. T. H. Harrison, 
from Cheapside, to be manager. birmingham—Bordesley: Mr. G. Turnbull, from Colmore Row, 
to be manager; Blackheath: Mr. W. Budworth, from Bordesley, to be manager. burton-on- 
Trent, Borough Rd.: Mr. G. W. R. Bagnall to be manager. Crowborough: Mr. R. F. Catfyn, from 
Haywards Heath, to be manager. Dover: Mr. C. R. H. Lattin, from Maidstone, to be manager. 


Grimsby, Victoria St.: Mr. S. Bowman, from Hull, to be manager. Haywards Heath, Sussex 


Sq.: Mr. C. A. Pye, fram Old Bank, Lewes, to be manager. Hull, Paragon Sq.: Mr. L. Panton, 
from inspection dept., to be manager. Leicester, Gallowtree Gate: Mr. R.G.S. Grey, from Grimsby, 
to be manager. Wellenhall: Mr. W.S. Law to be manager. 

District Bank—Haznley: Mr. G. E. Poulson, from Shrewsbury, to be manager. Aivkham: Mr. 
D. James, from Sedbergh, to be manager. Lancaster, Penny St.: Mr. R. Gill, from Morecambe, 
to be manager. Sedbergh: Mr. G. A. A. Walker to be manager. 

Lloyds Bank-—Head Office—Chief Accountant's Dept.: Mr. R. E. Penn, from Brompton Rd., 
and Mr. H. R. Huckstepp, from head office, to be assistant chief accountants; Staff College: 
Mr. R. K. Spencer, from Maidstone, to be senior instructor. Bridgwater: Mr. J. Gerrish to be 
acting manager during the absence on sick leave of Mr. A. H. Buckingham. J/slington, N. (also 
Highbury Corner): Mr. W. L. Martin, from Tottenham, N., to be manager on retirement of 
Mr. C. F. Williams. Maidstone: Mr. J. R. Raine, from Sheffield, to be manager. Sheffield (also 
Abbevdale Rd.): Mr. W. B. Fowler, senior instructor, staff college, to be manager. 

Martins Bank—Leeds District Office: Mr. E. C. Ellison to be an inspector. Doncaster: Mr. 
E. G. Morrell to be manager. 

Midland Bank—Head Office: Mr. H. N. Barber to be a general manager's assistant; Mr. J. W. 
Cloke, from Norwich, to be a superintendent of branches; Mr. H. E. Martin to be head office 
accountant in succession to the late Mr. B. H. Bennett. London—East Dulwich: Mr. A. A. 
Walker, from Cambridge Circus, to be manager; Seething Lane: Mr. A. Bartram, from Winchester 
House, to be manager on retirement of Mr. G. E. C. Harpur. Andover: Mr. A. T. Abley to be 
manager on retirement of Mr. B. O. Russell. blaenau Ffestiniog: Mr. R. H. Owen to be manager. 
Cullompton: Mr. H. O. Ellis to be manager. Devizes: Mr. E. A. Shearsmith, from Cullompton, 
to be manager on retirement of Mr. H. J. Tracey. Fishguard: Mr. L. M. R. Jenkins, from 
Newcastle Emlyn, to be manager on retirement of Mr. D. M. Davies. Hythe, Kent: Mr. G. W. 
Stocker, from Western Rd., Brighton, to be manager in succession to the late Mr. H. Hepworth. 
Leicester, Granby St.: Mr. F. D. Gibson to be manager on retirement of Mr. O. F. Jordan. 
Llanrwst: Mr. H. Williams, from Blaenau Ffestiniog, to be manager on retirement of Mr. E. E. 
Hughes. Tewkesbury: Mr. E. F. Harris to be manager on retirement of Mr. H. A. C. Freeman. 
National Provincial Bank—Head Office: Mr. H. C. Pearson, from Bristol, to be a joint general 
manager; Mr. A. C. Masters to be a controller, advance dept. St. Paul's: Mr. R. L. Allen, from 
Strand, to be manager. Awnlersham-on-the-Hill: Mr. F. H. C. Graham, trom Cambridge, to be 
manager on Mr. G. B. Newton's retirement. Barnard Castle: Mr. V. Carter to be manager in 
succession to the late Mr. C. B. Pickard. bristol: Mr. E. A. R. King, from Brighton, to be 
manager. Crawley: Mr. W. A. Carpenter, from Eastbourne, to be manager of this new branch. 
Darlington: Mr. D. Mole, from head office, to be manager on Mr. J. F. Thompson's retirement. 
Sheffield, Fiy Vale: Mr. E. G. Bullard, from Wicker, Sheffield, to be manager on retirement of 
Mr. A. E. Winder. Southsea: Mr. D. L. F. Reynolds, from Twicketiham, to be manager on 
Mr. C. T. Butler’s retirement. Stockport: Mr. J. R. Matthews to be manager on retirement of 
Mr.S. J. Widgery. Torquay: Mr.G. A. Blakey, from Portsmouth, to be manager on Mr. W. G. W. 
Griffiths’s retirement. Twickenham: Mr. L. G. Barker, from St. Paul’s, to be manager. 
Westminster Bank—Lt.-Gen. Sir Ronald M. Weeks, K.C.B., C.B.E., D.S.O., M.C., T.D., to 
be a director. Head Office: Mr.S.H. Phillips, from Slough, Mr. V. R. Thompson, from Chichester 
and Selsey, and Mr. H. E. West, from Acton Vale, to be inspectors of branches; Mr. C. A. Norris 
to be superintendent of staff training on retirement of Mr. L. P. C. Cann; Mr. J. C. Stickler to 
be principal, staff college, Ware. Acton Vale: Mr. G. H. Loxton, from Hammersmith, to be 
manager. Bexhill-on-Sea: Mr. E. J. Mornement, from Horsham, to be manager. Brentford, 
Mddx.: Mr. G. F. Lambert, from Notting Hill Gate, to be manager. Bury and Radcliffe: Mr. 
kK. S. Arnold, from Bolton, to be manager. Chichesteyv and Selsey: Mr. H. L. Ewell, from Bexhill- 
on-Sea, to be manager. Finchley Rd.: Mr. A. B. Wood, from West Hampstead, to be manager. 
Liverpool, Victoria St.: Mr. N. B. Mitchell, from Chester, to be manager on retirement of Mr. 
H. J. Kirby. Portman Sg.: Mr. C. J. Hannaford, from Finchley Rd., to be manager. Slough 
and Slough Trading Estate: Mr. E. D. Miller, from Brentford, to be manager. Southwark: Mr. 
A. W. Osborne to be manager on retirement of Mr. A. E. Webber. Victoria St.: Mr. D. Milsom, 
from Portman $Sq., to be manager on retirement of Mr. L. G. Lamprell. 
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Banking Statistics 





Trend of ‘* Risk” Assets 


(Figures in italics show percentages of gross deposits) 


Actual 
({mn.) 

Oct. Nov., 

1951 1951 
303.5 371.0 
“9.2 “9-3 
314.9 4-5-7 
25.0 33.0 
345-2 351.1 
30.2 30.7 
279.60 371.2 
24.4 32.5 
393.3 3907.1 
29.60 30.1 
329.4 433.9 
24.9 32.5 
290.3 2058.1 
35-4 37 +? 
105.9 230.9 
20.2 28.8 
248.6 249.5 
ZI .2 31.0 
209.4 263.6 
26.3 33-4 
60.1 62.0 
25.6 26.6 
71.5 QL .0 
30.5 35.9 
389.0 OIL .4 
29.1 29.3 
78.2 102.5 
25-5 33-0 
1,597.0 I,925.2 
30.6 31.1 
1555-2 2,032.7 
25.1 32.9 


National Provincial 


Westminster 
District 
Martins 


Eleven Clearing Banks... 


40.0 
40.0 
40.2 
39-4 
360.7 
35.0 
39.8 
39.0 


33> 


. 


30. 
30. 


.- 


34-5 
33.2 


Bank Liquidity 


* Cash, call money and bills. 


Change in: 
({mn.) 

Dec.-May, June 

1951-52 1952 


[O.] O 5 ) 
l 
9.7 {) af 
J 

16.7 14.6 ) 
l 
- 13.4 ee 
J 

13.6 [7.0 ) 
o.60 — > 
J 

- 13.5 2.9 | 
30.9 O F 
J 

o.3 I 0 ) 
L 

22.4 O.1 | 
J 

- : a4) 
" 
6.6 2.4f 
J 

LO.9 oO. 


| 
x. ¥. 
A, - SY 


34-6 30.4 | 

| 

—-100.4 15.3 
J 


Jan. Keb. 
33-7 31.0 
34-4 31.5 
22.9 48.1 
34-1 32.8 
33-2 31.3 
30.9 29.2 
34-5 33-8 
33.8 31.9 





Advances plus Investments 
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1951 


“i 
Ji 


ON 


Ai 


i 
wr 


I 
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1 <April May 


64.8 


66.0 


o 


33-1 
32.0 
32.8 
32.0 


>» > 


33.0 
37-8 
32.9 


6r.8 


60.8 


62.5 


35 0 


40.5 
34.7 
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Net 
Averages Deposits 
of Months: #mn. 
1921 a 1,759 
1922 - 1,727 
1923 _ 1,625 
1924 Ks 1,018 
1925 o° I,O10 
1926 1,615 
1927 - 1,061 
1928 - 1,711 
1929 1,745 
1930 1,751 
1931 1,715 
1932 1,745 
1933 oa I,909 
1934 vs 1,534 
1935 1,951 
1930 2,088 
1930 2,100 
1937 2,225 
1938 2,218 
1939 2,151 
1940 ‘ 2,419 
1941 ee 2,863 
1942 : 3,159 
1043 .- 3,554 
1944 4,022 
1945 4,551 
1940 4,932 
1947 5,493 
1948 5,713 
1949 3774 
1950 5,511 
1951 5,931 
1951: 
Oct. 5,981 
Nov. ed 5,973 
Dec. 6,035 
1952: 
Jan. 5,955 
Feb. 5,096 
March 5,085 
April 5,715 
May 5,097 
June 5,817 


tinuity of the series. 


Ways and Means Advances: 
Bank of England 
Public Departments 

Treasury Bills: 

Tender 
Tap 


Treasury deposit receipts 


Liquid Assets 





Actual Ratio 
{mn. yA 
680 35 
658 37 
551 35 
545 33 
539 3¢ 
532 : 
553 34 
554 33 
505 32 
590 33 
500 2 
Or! 34 
668 34 
570 31 
623 31 
692 32 
713 32 
633 30 
O72 30 
648 29 
795 31 
6760 2: 
712 22 
72. 20 
755 19 
SSO 19 
1,280 25 
1,040 29 
1,703 29 
1,920 32 
-,345 39 
2,308 38 
2,423 39.1 
1,Q5I 32.0 
2,100 33.2 
2,092 33.38 
1,574 31.9 
1,872 31.8 
1,895 31.6 
1,044 32.9 
2,100 34-7 


T.D.R.s 


495 
6042 
1,002 
1,387 
I,81I 
1,492 
1,305 
1,254 
O53 
430 
247 
ee ibe 
105 


1Oo2 


66 


* Ten clearing banks for 1921-35, thereafter eleven; 
adjusts the official figures to exclude the District Bank, and thus helps to join the 





July 21, 
1951 
im. 


KWH 


June 30, 
1952 
ém. 

e.9 
3! MLO 


4330.0 


4047-5 


the first, and italicized, 


Floating Debt 


—— 





Banking Trends over Thirty Years* 








‘* Risk ’’ Assets 
Invest- Combined 
ments Advances’ Ratio 
#mn. {mn. % 

325 833 64 
391 750 64 
350 7O1 O7 
341 808 69 
286 856 69 
205 892 70 
254 Q25 69 
254 945 63 
257 OOT 69 
258 963 68 
301 919 O9 
348 344 67 
537 759 O06 
560 753 oO 
O15 709 690 
614 839 68 
043 865 68 
052 954 7O 
037 9760 71 
6038 99I 71 
600 955 05 
8O4 858 59 
I,009 797 57 
1,147 747 52 
1,165 750 46 
1,150 7608 4I 
1,345 888 44 
1,474 1,107 40 
1,479 I, 320 47 
I,505 1,440 49 
1,505 1,603 52 
1,624 1,822 50 
1,555 1,597 55+7 
2,033 1,925 04.0 
1,900 1,931 61.5 
1,954 1,912 62.3 
1,944 1,933 65.3 
1,935 1,940 66.0 
1,934 1,953 604.9 
1,932 1,891 64.5 
1,Q17 1,860 62.3 


July 
1Q5 


3! Yow 


2050. 


1440. 


4059. 


sm. 


5» 


» 
— 


line for 1936 
break in con- 


July 12, July 19, 
1952 1952 
fm. ém. 

? I.5 
303.1 327.5 

2940.0 2970.0 

1462.7 1443.5 

4795 4743-9 
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Year to 
Mar. 31 


1939 
[1940 
194! 

[Q42 
1943 
1944 
1045 
1LQ40 
1947 
1945 
1949 
1950 
IQ5I 

1952 


Years and 
Quarters 


1940 
1947 
1945 
1949 
1950: 


l 


Ord. 


Exp. 
fm. 


1054.5” 


1809. 
3867. 
4775: 
5023. 
5755. 
0057 - 
5474- 
3010. 
3187. 
3152.3 
3356. 
3235. 
4020. 3 
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Ordinary Revenue and Expenditure 


Ord. 

Rev. Deficit 

ém. £m. 
927.3 127.5* 
1049. 2 760.5* 
1405.9 2455.3 
2074.1 2701.6 
2519.9 2303.3 
3035.5 2749-9 
3235.1 2519.7 
3254.5 2190.3 
3341.2 509.1 
3344-9 657 .3T 
4000.6 853.87 
3924.0 507.47 
3977.8 739.9T 
4433-4 407-17 


* Allowing 


Net 
Deficit 





for loan expenditure. 


By 

Quarters: 
1949 «I 
Il 

It 

[V 

1950 [ 
LI 

[Il 

[V 

1951 [ 
II 

II] 

IV 

1952 I 
[I 


(Millions of U.S. dollars) 


Financed by : 





I] 
It] 
lV 


Total, 


1951 
I 
[I 
lil 
IV 


Total, 


1952: 
January 


February .. 


March 


April 
May 
June 


I] 


Canadian from 
Credits 1.M.F. 
QGOo 1123 enon 
[3 3273 240 
1710 352 125 
1532 116 52 
40 27 
[dO Is 
137 - 
+- 395 
1950 505 45 
- 300 
54 
— 035 
940 
195! —I164 
299 
200 
71 
630 
63 
—- 65 
- 8d 





Gold 
Loan 


U.S. and Purchases S. African 


Ord. 


Exp. 


£m. 
990. 
754: 


g71. 
1090. 


1134. 
1006. 


7+ Surplus. 


Britain’s Gold and Dollar Reserves 


American 


Aid 


682 
1196 


2a 
240 
147 
140 


“I~S] © 


SK 
— 
La 
on 
a 


oe oh | 

m= CY 
Ww OO 

2 COW 


Change 
in 
Reserves 

220 
— 618 


— ae ae 


a & ) 


— 165 
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THE BRITISH BANK OF IRAN AND THE 
MIDDLE EAST 


Change of Name 


Lord Kennet’s Statement 


HE 63rd ordinary general meeting of 
The British Bank of Iran and The Middle 
East was held on July 16 in London, the 
Rt. Hon. Lord Kennet of the Dene, P.C., 
G.B.E., D.S.O., D.S.C., the chairman, presiding. 

The following are extracts from his state- 
ment circulated with the report and accounts 
for the year ended March 20, 1952: 

Our accounts show a strong position. Cash 
and Money at Call exceed £29,000,000, com- 
pared with £14,000,000 a year ago. Deposits 
at {45,000,000 compared with £34,000,000 the 
previous year are higher than ever before. A 
year ago deposits at Iranian Branches were 
£13,000,000. By March 20, 1952, they had 
fallen to £6,000,000, so that the nett increase 
of {11,000,000 in total deposits represents an 
increase of {18,000,000 at branches outside 
Iran. It will be seen that we may expect no 
Iranian deposits to appear in the next balance 
sheet. . . 

Investments at {£6,000,000 are £1,000.000 
more than last year. Bills Discounted, Loans, 
and Advances, at £9,000,000, are £4,000,000 
less, because of preparations for winding up 
our Iranian business. Fixed Assets at £100,000 
areunchanged. This is the written-down value 
of our premises outside Iran. 


Reasons for Withdrawal from Iran 


To those who have read the chairman's state- 
ments in past years and have followed the 
history of the development of our business, it 
will be no surprise to learn that we are with- 
drawing from business in Iran. All our pro- 
vincial branches there have been closed; and 
that at Teheran will close for new business on 
July 30. Thereafter we shall maintain in 
Teheran only a small staff for long enough to 
finish the winding up of our Iranian business. 

This is the inevitable and foreseen result of 
the adoption by Iran in recent years of legis- 
lation imposing on us as a foreign Bank restric- 
tive conditions under which we have been 
unable to carry on business save at a loss. We 
have postponed the decision to withdraw as 
long as possible, in the hope that the legisla- 
tion might be modified, but it is not possible 
to postpone it any longer. The cancellation 
without notice by the Iranian Government in 
September last of our authorisation to deal in 
foreign exchange made the postponed decision 
immediately inevitable. The cancellation in- 
volved a breach of our agreement with the 
Bank Melli Iran which entitled us to six 
months’ notice. 

This decision has been taken by your Board 
with the utmost regret. For 60 years we have 
been intimately connected with and have 
served the economic development of Iran, and 
the name of our Bank has been there a house- 
hold word for integrity and efficient service. 














































Such service we were most willing to continue; 
the withdrawal has not been our choice. That 
our regret at the parting is shared by 
Iranians in all walks of life we have learned 
from many expressions of regret which we have 
received from them, for which we thank them. 

Foreseeing for some years the probability of 
this outcome in Iran your Board, as you have 
learned from these annual statements, has 
been actively extending the Bank’s business 
to other scenes more favourable for the em- 
ployment of its capital, and of that invaluable 
asset, the services of an able and devoted staff 
qualified by special experience in the Middle 
East. 

The business of our Bank as a whole is now 
widely based, and has gained in stability by its 
geographical extension. 


‘* British Bank of Middle East ”’ 


At the extraordinary general meeting, which 
will begin when this meeting ends, your 
approval will be sought for the adoption of a 
new Charter and new Statutes to replace our 
old Deed of Settlement. Your approval of the 
resolutions which will be put before you will 
pave the way for further progress and expan- 
sion on lines we have had under continuous 
consideration. 

The new Charter provides for the completion 
of the change in our name from The Imperial 
Bank of Iran to The British Bank of the Middle 
East, and thus registers the history of the 
Bank's development. It removes geographical 
limitations upon our business. The powers 
given us under our old Charter were in many 
respects obsolete; the new Charter brings 
them into relation with the business of a Bank 
under modern conditions. 

Our withdrawal from Iran has made some 
changes necessary in our organisation.  For- 
merly, when nearly all our branches were in 
[ran, the Bank’s senior executive officer, our 
Chief Manager, had his base in Teheran, where 
our Inspection Department was also stationed. 
For the future it will be more convenient for 
the chief executive officer to be based in 
London, and to have our Chief Inspector and 
his Department in London also. When Mr. 
Warr, our present Acting Chief Manager, has 
completed his duties in connection with the 
closing of our Teheran Office he will return to 
London as Chief Inspector and Mr. Musker, 
our London Manager, will become the Chief 
Executive Officer. 

The report and accounts were unanimously 
adopted. 

At an extraordinary general meeting resolu- 
tions adopting the new Charter and new 
regulations (to be known as Statutes) were 
carried nen. con. 
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THE BANK OF BERMUDA, LTD. 
HAMILTON 
Somerset St. George's 
CAPITAL £125,000 
TOTAL RESERVES £296,986 
TOTAL RESOURCES £6,936,359 


Complete Banking and Trust Facilities : Real Estate Division 


Sole Depository of the Imperial Government in Bermuda : 
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THE PALESTINE DISCOUNT BANK LID. 


Paid-up Capital and Reserves : I£1.400.000.— 
HEAD OFFICE: 27, Yehuda Halevy Street, Tel-Aviv 


BRANCHES: Tel-Aviv: Dizengoff Rd. Branch, Pinsker St. Branch, 72 Allenby Rd. Branch, Eliezer Ben- 
Yehuda Rd. Branch, Wolfsohn Street Branch, Hatikvah Quarter Branch, Hamoshavot 
Square Branch, Shalma Rd. Branch. Jerusalem: Ben-Yehuda Rd. Main Branch, Mahane 
Yehuda Branch, Southern Branch. Haifa: Kingsway Main Branch, Hadar Hacarmel 
Branch. Jaffa: Jaffa Branch. Nathanya: Nathanya Branch. 
EUROPEAN REPRESENTATIVE OFFICES: 57, Avenue d’Iéna, Paris 16e, France 
U.S.A. REPRESENTATIVE OFFICES: 120, Broadway, New York 6, N.Y. 


Our organisation is designed to meet the needs of correspondent 
banks and overseas clients in the most efficient manner. 
TOTAL ASSETS EXCEED 25 MILLION POUNDS 
































‘... There must be 
something I can do...’ 
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ALL CLASSES : | ve 
OF INSURANCE OT 


WORLD-WIDE Here is a task that never ends — the care of child- 
_ victims of callousness or thoughtlessness. The trained, 
aii. experienced workers of the N.S.P.C.C. devote their 
At its many local offices; expert | lives to it, always ready with the help and advice that 
‘cilia canal: callin | SO often restores the family life on which the child 
y | depends. And you can help too. The National Society 
the satisfactory arrangement of for the Prevention of Cruelty to Children , 
is entirely dependent on voluntary con- | 
_ tributions—it urgently needs your assist- 
—_——-— _ance, in order to continue to bring hap- 
piness to those who want it most. 
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your Insurances. 








Head Offices : 
1 North John St.. 24/28 Lombard St.. | When advising on wills and bequests remember the 


Liverpool, 2 | London, E.C.3. N : ™~ , P , C m ( 


Branches and Agencies world-wide. INCORPORATED BY ROYAL CHARTER 
| Information gladly supplied on application to The Director, N.S.P.CC 


OE REE ORES LORE TEMES aE Victory House, Leicester Square, W.C.2. Phone: Gerrard 2774 
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THE ORION INSURANCE COMPANY 





LIMITED 





HE 22nd annual general meeting of The 

Orion Insurance Company Limited was 

held on July 17 at 70-72 King William 
Street, London, E.C. 

The following is the statement by the chair- 
man, Sir Strati Ralli, Bart., M.C., which had 
been circulated with the report and accounts 
for the year ended December 31, 1951: 

There are no major changes to report this 
year in the general organisation of the Com- 
pany’s business, the year under review having 
been largely devoted to consolidation of our 
interests both at home and overseas. 


Marine Department 


In the Marine Department the Net Premium 
Income for 1951 amounted to /1,215,517 com- 
pared with £968,856 for 1950. This increase in 
Premium Income reflected not only the sub- 
stantial rise which took place in shipping values 
and in the prices of commodities generally in 
1951, but also the growing volume of business 
we received during the year from recently 
established and developing Agencies overseas. 

Total Claims Paid amounted to 84 per cent. 
of Premiums compared with 83 per cent. for 
1950, and Expenses of Management to 5.8 per 
cent. compared with 6.6 per cent. last year. 

The sum of £90,000 has been transferred to 
Profit and Loss Account out of the 1949 Closed 
Underwriting Account. 

The Marine Fund now stands at £1,220,866 
(100.4 per cent.) and, having regard to the 
fact that no provision is required in respect of 
the Outstanding Liability on our 1940-45 
Underwriting Accounts, which are fully re- 
insured, the Fund is regarded as satisfactory. 

The 1950 Underwriting Account is develop- 
ing satisfactorily, but, as I intimated in my 
Statement last year, the background for both 
Hull and Cargo underwriting has undoubtedly 
deteriorated and the First-year Settlements 
on the 1951 Underwriting Account are higher 
than we have experienced for several years. 
It is extremely difficult to forecast the ultimate 
outcome of these two Accounts although it is 
quite obvious that under present conditions 
we cannot expect a continuance of the very 
favourable results we have experienced in the 
Marine Department over the past few years. 


Fire, Accident and Miscellaneous 
Department 


The Premium Income of this Account for 
1951 amounted to £827,080 compared with 
£704,449 for 1950. This increase was due 
largely to the new Direct Fire and Accident 
business written by the Company in the 
London Market and to the continued growth 
of our overseas Agency business. 

Claims incurred worked out at 85 per cent. 
on Earned Premiums compared with 92 per 





cent. for 1950. Commission and Expenses 
together absorbed 15.3 per cent. as compared 
with 14.7 per cent. The maintenance of the 
Unexpired Risks Reserve on the usual conser- 
vative basis of 50 per cent. has involved a 
financing charge of £61,315, and this, in con- 
junction with the unfavourable outcome of 
Liability business written in previous years, 
has necessitated the transfer into this Account 
of a sum of £2,535 from Profit and Loss 
Account. 


Profit and Loss Account 


After bringing in Gross Interest and Divi- 
dends of £109,377 (£84,308) and the Net 
Transfer from Revenue Accounts of £87,465 
(£41,243) and after deducting Directors’ Fees 
2,000 (same), Other Expenses and Audit Fee 
27,671 (£9,381), Overseas Taxation {£2,590 

1,746) and providing the sum of £145,000 
(491,000) for United Kingdom Taxation, the 
Net Balance for the year amounts to {19,581 
(£21,424). To this has to be added the sum of 
{91,110 brought forward from 1950, making a 
balance of £110,691 available for distribution. 

Your Directors recommend the payment of 
a Dividend of 10 per cent., less Income Tax, 
for the year 1951 (Same) which requires a net 
sum of £21,000, and, after transferring £2,000 
to Staff Contingency Reserve, there remains a 
balance of £87,691 to be carried forward. 
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Balance Sheet 


The total of Investments shown in the 
Balance Sheet is £2,491,269, of which a large 
proportion is held in_ short-dated British, 
United States and Commonwealth Government 
Securities. 

Despite the severe fall in Security prices in 
1951 the market value or, where there is no 
quotation, the estimated value of the Invest- 
ments at December 31, 1951, was in excess of 
their book value. 

The total Assets of the Company now stand 
at 44,342,722 compared with 43,861,023. 


General Remarks 

In closing, I know you will wish me to place 
on record our appreciation of the very good 
services rendered to the Company throughout 
the past year by the Management, Senior 
Officials and all members of our Staff. 

To all our friends, both at home and overseas, 
many of whom we have had the pleasure of 
seeing in London, or of visiting in their own 
countries, during the past year, we also tender 
our thanks for the valued support they have 
given us and for their unremitting efforts on 
behalf of the Company throughout the past 
year. 

The report was adopted. 








BERNARD THORPE 
AND PARTNERS 


Land Agents and Surveyors 
Auctioneers and Valuers 


Valuations and Surveys for Probate, 
Mortgages and for all purposes 


Rating Surveyors 
Specialists in the sale and management 
of Landed and Agricultural Estates 





Offices : 
32 Millbank, Westminster, S.W.! (Vic. 3012) 

129 Mount Street, London, W.1I (Gro. 2501) 
Kenley House, Oxted, Surrey (Oxted 975) 
Scottish Offices: 21a Ainslie Place, Edinburgh - “rie 
and 61 Queen Street, Edinburgh (Tel. 24486) 




















 |FIRE! 
The Bank of N. T. Butterfield | | | WHERE'S Your 


and Son, Lid.  |NU-SWIET? 


BERMUDA The World’s Fastest Fire Extinguishers 
—for every Fire Risk 
Established 1858 


Complete Commercial Banking and Trustee 
Department services 
Correspondents of principal English and 
Scottish Banks 


Pressure-operated by sealed CO? Charges 
NU-SWIFT LTD - ELLAND - YORKS 
In Every Ship of the Royal Navy 
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FOUNDED 1863 


is obtainable CAPITAL - £10,000,000 
PAID-UP - £5,000,000 
POST FREE 
The Bank transacts every 


to all parts of the world at |. description of English and 
| Foreign Banking Business. 





the following rates: 
BRANCHES throughout TURKEY and the 
NEAR EAST, including EGYPT, SUDAN, 


Year (12 issues) 30s IRAQ, CYPRUS, JORDAN and ISRAEL. 


' : Affiliated Institution in Syria and 
Six Months (6 issues)... . 15s. Lebanon: BANQUE DE SYRIE ET DU 


LIBAN. 


LONDON 20/22, Abchurch Lane, E.C.4 
Details and Subscription Forms from: MANCHESTER 56/60, Cross Street 
: PARIS 7, Rue Meyerbeer 
The Publisher, 72, Coleman St., MARSEILLES 38, Rue St. Ferreol 

London, E.C.2 CASABLANCA |, Place Ed. Doutte 
ISTANBUL 



































